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Pictured are rolls of Cryovac multi-ply plastic 
film awaiting custom trimming and printing. Heavy-duty, seven- 
and eight-ply films are used for primal beef cuts and cook-in 
bags for food preparation. Lighter films are typically used in 
the packaging of meats, poultry and fish, as well as non-food 
consumer items. Cryovac occupies a leading position in the 
shrink-wrap and vacuum packaging industry. 
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Financial Summary $ millions (excep! per share) 


W.R. Grace & Co. Today 


In 1988, sales grew by 28 percent and net income by 35 
percent as Grace substantially completed the restructuring 
program begun more than two years earlier. Today, Grace's 
business is concentrated in four principal areas—Specialty 
Chemicals, Natural Resources, Specialty Businesses and 
Health Care. 

As the world’s largest manufacturer of specialty chemicals 
and materials, Grace Specialty Chemicals offers industrial cus- 
tomers approximately 90 major product lines formulated in 
more than 140 plants domestically and overseas. These prod- 
ucts serve essential needs in food packaging, construction, 
transportation, electronics and environmental services. 

The dynamics of energy discovery, production and delivery 
are behind Grace's focused position in gas, oil and coal pro- 
duction plus energy services. 

Grace Specialty Businesses, including cocoa products, distri- 
bution services, textiles, and animal genetics and feeds, have 
secured important niche positions in their respective markets. 

In the United States, health care expenditures represent the 
largest portion of GNP due to an aging population and the 
rapid development of medical technology. Grace is partic- 
ipating in this industry through its 97.5 percent ownership of 
National Medical Care, the nation's largest provider of kidney 
dialysis services. 

Management at all levels expects Grace to expand 
upon its accomplishments and growth in the future, supported 
by 45,700 men and women at more than 1,300 facilities in 
44 countries around the world. 


Increase/|Decrease} 


For the Year 1988 1987 Amount Percent 
Sales and Revenues : $5,786.11  $4,515.4 — $1,270.7 28% 
Income from Continuing Operations 7 192.0 141.9 50.1 35 
Net Income - 233.6 173.1 60.5 25) 
Earnings Per Share from Continuing Operations 2.26 ___ 1467 OF 35 
Earnings Per Share : 2.75 2.03 #2 35 
CapitalExpenditures - 418.1 = 242.5 175.6 __ 4&2 
Dividends Paid on Common Stock _ «(118.6 118.7 (.1) — 
Dividends Per Common Share 7 1.40 1.40 _— — 
Average Common Shares Outstanding (thousands) 84,629 84,820 (191) — 
At Year-End 

Total Assets = $5,310.3  $4473.6 $ 836.7 _ 19% 
Long-Term Debt a ; 7 1,509:1 1,222.5 286.6 23 
Shareholders’ Equity (Book Value)—Common Stock 1,543.6 1,455.8 87.8 6 
Book Value Per Common Share _ 7 18.18 173 87 5 
Common Shares Outstanding {thousands} 84,920 84,108 812 ae. 


To Our Shareholders 


The year 1988 marked the second consec- 
utive year of strong recovery since Grace's 
major restructuring efforts began. With 
excellent operating performances by all 
major businesses, the 35 percent increases 
both in income from continuing operations 
and net income show that we are on the 
right track and that a solid trendline has 
been established for the future. The new 
and highly focused Company achieved 
profit improvements ranging from 1] percent 
to 62 percent in its four business groups— 
specialty chemicals, specialty businesses, 
natural resources and health care. 

These very welcome results may be 
summarized as follows: 

= Grace Specialty Chemicals earned 
$236.6 million after taxes in 1988, which 
was ahead of 1987 by $23.5 million or 
I] percent. 

# Natural Resources, which includes gas 
and oil production and energy services, 
reached a profit level of $35.0 million, 
ahead of last year by 56 percent. 

e Grace Specialty Businesses, encompassing 
distribution services, cocoa products, tex- 
tiles and specialty agricultural activities, 
produced operating income of $41.2 mil- 
lion, up by 28 percent. 

= The greatest percentage increase was 
recorded by our newest business, Health 


Members of Grace senior management and other 
executives participate in annual reviews of Business 
Plans. Front row, |. to r,, PB. Paganucci, Vice Chairman; 
CH. Erhart, Jr, Chairman of the Executive Committee 

J. Peter Grace, Chairman, President and Chief Executive 
J.P Bolduc andT. D. Daniels, Vice Chairmen 
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Care, which earned $279 million for a 

62 percent improvement over 1987 largely 
reflecting Grace's higher ownership interest 
in National Medical Care, the principal 
health care operation. 

For W.R. Grace & Co. as a whole, after- 
tax income from continuing operations 
totaled $192.0 million, a gain of $50.) mil- 
lion or 35 percent over the $1419 million 
earned in 1987 This translates into earnings 
per share of $2.26 compared with 1987's 
$1.67 per share. Net income, which includes 
discontinued operations and special items, 
was $233.6 million, or $2.75 per share, 
also representing advances of 35 percent 
over the previous year. 


Restructuring Update 

Important business developments of 1988, 
in addition to the buildup of our position in 
National Medical Care, included record 
capital spending by Specialty Chemicals, 
along with the acquisition of five small, but 
technologically important, chemical com- 
panies; the combination of assets and mar- 
keting knowledge of Grace's cocoa pro- 
cessing companies with those of S. & W. 
Berisford; and an incipient recovery in the 
long-depressed energy sector. These 
events contributed significantly to the 
successful performance of the respective 
operating groups. 

Continuing restructuring activity in 1988 
centered upon the disposition of substan- 
tially all domestic fertilizer manufacturing, 
warehousing and distribution facilities. This 
involved the sale of major plants and real 
property, including phosphate rock mines 
and reserves in central Florida. The last in a 


series of transactions took place in January 
1989, when the Four Corners mine and pro- 
cessing facilities near Tampa were sold. 
Cash proceeds from these asset sales 
amounted to approximately $280 million 
after related debt repayments. The reserve 
established three years ago to absorb fer- 
tilizer operating losses and potential losses 
on divestments will be carried forward, 
pending the sale of Grace's remaining fer- 
tilizer facilities in Trinidad. 

In addition, certain residual investments in 
Grace's former retailing businesses, includ- 
ing Bermans and Home Quarters Ware- 
house, were disposed of for aggregate 
pretax gains of $72 million. 

Grace's future strategy in shaping the 
composition of its businesses may include 
sales of minority positions within the 
Natural Resources Group or in units of 
Grace Specialty Businesses. The Company 
continues to monitor the operating perfor- 
mance and rates of return produced by 
other activities and, if these do not consis- 
tently meet corporate benchmarks, they will 
be placed under divestment review. It is 
expected that at least $300 million in new 
capital will be raised by selling selected 
business interests, with the proceeds redi- 
rected to those enterprises having the best 
records of growth and investment return 
and the greatest promise of future earnings 
contribution. 


Focus on Chemicals 

Close attention, of course, is directed 
toward Grace's specialty chemical busi- 
ness, which is unrivaled in size and scope 
and comprises 90 major product lines 


serving 80 principal markets in 42 coun- 
tries. Inl988, sales crossed the $3 billion 
mark for the first time. The major share 

of both capital expenditures and research 
and development funds is being directed to 
these activities. A total of $285 million was 
expended in 1988 by specialty chemicals 
to increase capacity, improve infrastructure, 
achieve cost reductions, modernize equip- 
ment and maintain the highest standards 

of health, safety and environmental protec- 
tion for workers and communities. This was 
backed by an R&D program involving out- 
lays of $119 million for both applied 
product development and basic techno- 
logical research. 

The key elements behind Grace's preem- 
inence in specialty chemicals are threefold: 
A strong market position in most of its 
product lines. 

Worldwide distribution capabilities, permit- 
ting simultaneous introduction of product 
improvements and extensions, as well as 
new products, in both existing and emerg- 
ing markets. 

Emphasis on technical service to customers, 
enabling processes and products to 
achieve optimal results. 

Such attributes lead us to expect a con- 
tinuation of steady growth in sales and 
operating earnings of specialty chemicals 
at a rate of 10-15 percent each year for the 
foreseeable future. 


Other Businesses 

Supporting these strengths are the distinc- 
tive qualities of the ‘‘non-core’’ businesses. 
In specialty businesses, Grace Cocoa (75% 
Grace-owned] has the world's largest, high- 
quality chocolate intermediate products 
operation serving the U.S., as well as over- 
seas markets from strategically located 
facilities in the Netherlands, West Germany 
and Singapore. Another of the specialty 
activities is Baker & Taylor, the largest and 
most reputable distributor of library books, 
and of videocassettes and educational 
computer software. 

The strength of Grace's natural resources 
business rests in its decision to pursue 
expansion—particularly in energy ser- 
vices—during a period when the “‘oil 
patch” was in distress, making the acquisi- 
tion of management, equipment and mar- 
kets possible at historically low prices. This 
business is now poised to take advantage 
of recovery in the domestic natural gas and 
petroleum industries—including such ser- 
vices as land-based and offshore drilling 
operations. 

Finally, in health care, the growth and 
development of National Medical Care, 


the largest provider of kidney dialysis 
services in the U.S., has been strong. Its fast- 
growing ancillary activities include medical 
products related to dialysis and special- 
ized treatments of human blood, as well as 
home health care services, largely involving 
infusion therapies. Already one of the 
largest firms of its kind, | expect NMC to 
continue its rapid growth in size and diver- 
sity, which may be supplemented by the 
success of a Grace joint venture in generic 
and ethical pharmaceuticals. 


Outlook 

Turning to immediate shareholder interests, 
| should mention first that dividends on the 
common stock continued during 1988 at the 
rate of $1.40 per share. Last year was the 
55th consecutive year in which Grace has 
paid cash dividends to its shareholders 
without interruption. Combining an average 
dividend yield exceeding 5 percent with 
the increased stock market price during 
1988, Grace's shareholders obtained a 
total annual return of 14.2 percent last year. 
Based on continuity of last year’s strong 
performance and the Company's strate- 
gies for the future, | expect higher share- 
holder returns as these factors are recog- 
nized within the investment community. 

For 1989, the business outlook appears 
favorable. The new Administration in Wash- 
ington seems resolved to continue the 
deficit reduction and anti-inflation policies 
of the Reagan era. With new investment 
incentive proposals coming before the 
Congress, a rational regulatory environ- 
ment anda U.S. dollar exchange rate con- 
ducive to export growth, the upward busi- 
ness cycle of the last six years could be 
prolonged. Additionally, with world political 
tensions relaxing and more peaceful condi- 
tions spreading in previously troubled 
areas, opportunities for business expansion 
worldwide are more attractive than at any 
time in recent decades. 

With Grace's development as a U.S.- 
based but internationally oriented enter- 
prise, this climate portends continuance of 
the ‘'striking progress and achievement" 


of 1988. 
a du freee 
Chairman, President 
and Chief Executive 
March 2, 1989 


Chairman J. Peter Grace was greeted by President 
Reagan at the White House in December 1988. 

A ceremony—held in the Indian Treaty Room—recog- 
nized the contributions of the Grace Commission and 
the Citizens Against Government Waste organization 
in effecting budgetary savings of $1524 billion over 
the last four fiscal years. 


$ Millions 1988 1987 
Sales and Revenues $3,130.7 $2,793.6 
Operating Income After Taxes 236.6 213.1 
Employees 23,300 23,500 
Sales and Revenues by Industry 7 
Packaging $1,204.5  $1,081.1 
Energy & Transportation 524.2 — 497.3 
Construction 418.4 369.1 
General Industry 280.7 249.5 
Graphic Arts 192.5 164.9 
Water Treatment 183.3 147.5 
Chemical Intermediates 180.3 158.1 
Electronics 146.8 126.1 
Total $3,130.7  $2,793.6 


1988 Sales by Industry 
Percent of Total 


Packaging 38% 


Energy & Transportation 17% 


Construction 13% 


General Industry 9% 
Graphic Arts 6% 

Water Treatment 6% 
Chemical Intermediates 6% 
Electronics 5% 


Cryovac’s new antistatic film protects the 
integrity of circuit boards until delivery. 


Specialty Chemicals—Grace Specialty Chemicals, Grace's core 
business, continued its historical double-digit annual growth trend- 
line in sales and after-tax operating income, accounting for $31] 


billion, or 54%, of total sales in 1988, and $236.6 million, or 69%, 
of total operating income after taxes. 


Record Sales 

Sales of Grace Specialty Chemicals Co. 
(GSC) in 1988 increased by 12%, or $337 
million, over the 1987 level of $2.8 billion. 
Operating income after taxes rose by 11%, 
or $23.5 million, over the prior year's 
$213.1 million. Sales of packaging materials 
and equipment were particularly strong in 
the United States and the Pacific and Inter- 
american areas. Other robust performers 
were worldwide water treatment products 
and chemical intermediates. For the first 
time, European operations had sales in 
excess of $1 billion. GSC’s success is 
attributable to its ability to consistently 
deliver the highest quality products backed 
by extensive technical service capabilities 
and a diverse technological base. 


Capital Expenditures Fuel Growth 
GSC spent a record $285 million on capital 
projects in 1988, a 55% increase over the 
$184 million spent in 1987 This funding 
brought GSC’s investment in new plant and 
equipment since 1983 to $1 billion. Capital 
expenditures—budgeted at $338 million in 
1989—promote GSC's strategic plans to 
aggressively build and sustain market posi- 
tions, extend distributive capabilities and 
leverage technology by creating new 
products for existing markets, as well as 
targeting new commercial opportunities. 


Worldwide Packaging Expansion 
GSC is broadening manufacturing capac- 
ity at flexible packaging plants in the U.S., 
Canada, Mexico, France and Japan. Grace 
Japan K.K. is spending over $7 million to 
install a new shrink-wrap packaging facility 
at its plant in Atsugi to participate in 
Japan's growing market for fresh red meat. 
A $4 million development program is 
underway at the European Dorex Division's 
shrinkable plastic packaging plant in Eper- 
non, France. Enhancements at the Epernon 
site will result in improved products for 
Europe's growing bakery goods, conve- 
nience foods and household products 
industries. The Interamericon Division will 
construct Grace's first plant in Mexico for 
production of Barrier Bag shrink-wrap pack- 
aging used to preserve cheese and pro- 
cessed meats. The new facility will be built in 
Nuevo Laredo, across the Rio Grande from 


Laredo, Texas. Capacity expansions are 
also in progress at Cryovac plants in Simp- 
sonville, South Carolina, lowa Park, Texas 
and Mississauga, Ontario, Canada. 


Fumed Silica Plant Underway 

Building on the success of Grace's Syloid 
silica adsorbents, the European Darex Divi- 
sion is constructing a fumed silica plant in 
Puurs, Belgium (near Antwerp) at a pro- 
jected cost of approximately $60 million. 
Fumed silica is used primarily to reinforce 
silicone rubber and to act as a thickening 
and reinforcing agent in coatings, plastics, 
sealants, cosmetics and high-temperature 
insulating materials. Grace will manufacture 
fumed silica via proprietary technology 
licensed from Nynaes Petroleum AB of 
Sweden. The new facility, slated for start-up 
in 1990, will have an annual capacity of 10 
million pounds. 


New Manufacturing/Research 
Facilities Under Construction 
in France 
To continue growth in the European 
graphic arts industry, Grace's European 
Technical Products Division is relocating 
some of its Rollin graphic arts operations in 
France from Steinbach to Cernay. Represent- 
ing an investment of approximately $25 
million, the larger site in Cernay will be 
equipped with an offset printing blankets 
plant, an improved rubber compounds mix- 
ing plant and a state-of-the-art R&D and 
pilot plant facility. Rollin manufactures spe- 
cialty blankets for printing textiles and 
paper products, as well as specialty elas- 
tomer-based products and composites used 
in aerospace, oil drilling and graphic arts. 
The new facilities in Cernay will also serve 
as headquarters for the recently formed 
50-50 joint venture with Societé Européene 
de Propulsion, which will develop, produce 
and market laminated bearings. Based on 
Grace's elastomeric technology, these 
products are used in vibration absorption 
systems for manufacturing, transportation 
and military applications. 


At Cryovac, molten plastic is extruded in tubular 

form from a pressurized chamber and is inflated with 
air which causes it to expand to desired thickness 
and size. The multilayer film is then cooled, rolled and 
stored until shipped. 


Japan Chemicals Division 
Accelerates Progress in Pacific Basin 
In support of a “triad” strategy—based on 
the concept that Japan is an equal partner 
with the U.S. and Europe in developing new 
technologies that Grace will carry into the 
2lst century—the past year saw the cre- 
ation of the Japan Chemicals Division, 

along with the opening of both the Japan 
Research Center and the Japan Development 
Office. The Japan Chemicals Division 
directs all Grace operations in Japan, both 
100%-owned businesses and several joint 
ventures. One joint venture, Denka Grace 
K.K., 45%-owned by Grace, was estab- 
lished in 1988 to manufacture and sell con- 
crete admixtures. In addition to construc- 
tion products, GSC has strong market 
niches in Japan for silica gel adsorbents, 
container sealants, flexible packaging 
materials, microwave absorbers, adhesives 
and offset printing blankets. GSC expects 
that its annual sales growth in Japan will be 
about 12% for the next five years, with sales 
(including those of joint ventures) projected 
to reach nearly $300 million by 1993 from 
$170 million in 1988. Approximately three- 
fourths of this increase is expected to be 
generated by new product introductions. 

The opening of the new Japan Research 
Center in Atsugi (near Tokyo} places Grace 
at the forefront of powerful technical 
advances coming out of Japan, while accel- 
erating the Company's penetration of 
Japanese markets. 

Working closely with the Japan Research 
Center, the Japan Development Office will 
serve as GSC's window on new technology. 
With a staff of specialists in science and 
technology, patents, licensing and analysis 
of commercial developments, the Office's 
mission is to monitor technological break- 
throughs in Japan, seek opportunities to 
apply that technology within Grace's 
existing businesses and open new markets 
for Grace. 


Advances in Emission Control 
Technology 

A pioneer in emission control technology, 
Grace continues to develop advanced cata- 
lytic processes to combat pollutants from 
automobile exhausts and power plant stack 
emissions. Utilizing metal monolith technol- 
ogy acquired from Camet, Inc., Davison 
Chemical has developed a specialized cat- 
alytic converter that transforms hydrocar- 
bon and carbon monoxide pollutants into 
harmless carbon dioxide and water. In a 
continuous operation, special stainless 
steel foil is coated with Davison catalysts, 
corrugated and assembled into compact 


modules. Dozens of these modules are then 
stacked together to form a huge, thin inte- 
grated structure that is particularly well 
suited for use in gas turbine and other 
cogeneration facilities. 

In 1988, Grace acquired KATEC Betz 
GmbH & Co., a privately held West German 
company specializing in pollution control 
equipment for the graphic arts industry and 
other industrial applications. By combining 
TEC Systems’ European operations with 
those of KATEC, Grace has extended its 
product line and positioned GSC as the 
technological front-runner in the develop- 
ment of advanced equipment to control the 
release of airborne hydrocarbons. 


Graphic Arts Capabilities Enhanced 
Grace underscored its leading position in 
the graphic arts industry when it acquired 
the Flex-Light line of photopolymer printing 
plates and printer's gum from the Graphic 
Arts Division of Uniroyal Plastics Company. 
The new products are used to produce 
plates for flexographic printing of packag- 
ing materials, business forms and labels. 
The acquisition adds solid printing plates 
to Polyfibron’s line of Letterflex liquid flexo- 
graphic plates, making Grace the sole 
worldwide supplier offering solid, liquid 
and rubber plates. 


Research Spending Up 

Grace spent $119 million on research 
projects in 1988. With the majority of fund- 
ing allocated to specialty chemicals, R&D 
expenditures are expected to increase by 
about 10% annually over the next few 
years. To maintain its technological edge, 
Grace continues to enhance and upgrade 
research facilities. Laboratories in Cam- 
bridge, Massachusetts are slated to under- 
go a $10 million expansion during 1989. 

A new facility, fully equipped to develop 
specialty additives used in the production 
of cement and concrete, will be installed. 
Scheduled for completion in 1990, it will be 
one of the largest laboratories in its field. 


New Product Developments 

With a focus on application-oriented 
research, Cryovac has developed a 
unique, antistatic film for the electronics 
industry. Cryovac's electrostatic protective 
packaging for circuit boards safeguards 
integrated circuits and microchips that are 
increasingly susceptible to damage by 
minor discharges of static electricity. 

The newest generation of fluid cracking 
catalysts—Davison's XP Series —meets refin- 
ers’ demands for unleaded gasoline with 
the higher octane necessary for the opti- 


mum performance of today's advanced 
automobile engines. Directed to cracking 
the heavy end of a barrel of crude, XP 
catalysts have produced higher gasoline 
yields relative to competitive products in 
seven U.S. and overseas refineries since 
their introduction. 

Grace maintains its top ranking in print- 
ing blanket technology with Dynaweb, the 
first compressible printing blanket to be 
developed by computer-aided research 
methods. Designed for high-speed presses, 
Dynaweb delivers the sharpest print quality 
and unsurpassed operating performance. 

Meeting pressing environmental con- 
cerns in the construction industry, the Grace 
Recovery System safely and economically 
solves the problem of how to dispose of 
cement mixer wash water and unused con- 
crete. With the Recovery chemical admix- 
ture system, unused concrete can be fully 
recycled. 

Just as Grace relies on technology for 
product innovations, it is committed to utiliz- 
ing the latest techniques to preserve health 
and ensure safety both in the workplace 
and the environment.To this end, GSC spent 
nearly $60 million on the health and safety 
aspects of its business in 1988. 


Facing Page: Davison Chemical's plant in Lake 
Charles, Louisiana is the world’s largest installation for 
the production of fluid cracking catalysts for 
petroleum refining 


Below: Davison catalyst washcoats deposited on 
Camet metal monoliths reduce power plan! stack 


eEMissions. 


$ Millions 19881987 += Natural Resources—Large market share increases in energy 
ha a) $440.9 $388.2 services, combined with higher profits from gas and oil production 
Operating Income After Taxes 35.0 224 E : ; ; 
Eaplavabe 4400. 4200 and equipment rental operations, boosted earnings from Grace's 
- Natural Resources Group. In 1988, revenues increased by 14% to 
Sales and Revenues by Industry : a ets F é 0 
a $9324 $1880 9441 million, and operating income after taxes rose by 56% to 
Other Service Businesses 129.2 124 $35 million. 
Natural Gas and Petroleum 79.3 87.5 
Total $440.9 $388.2 Grace Petroleum Adds Reserves ST Expands Texas City Terminal 


1988 Sales by Industry 
Percent of Total 


Other Service Businesses 29 


Natural Gas & Petroleum 18' 


Facing Page: Helicopters transport personnel and 
equipment to and from the jackup drilling ng, 
Vanguard II" now located 60 miles off the Louisiana 
coast in the Gulf of Mexico 


Below: A crew member aboard the "Vanguard II" 
monitors drilling operations 


Grace Petroleum Corporation added in 
excess of 50 billion cubic feet (BCF) of gas 
equivalent reserves to its proved inventory 
in 1988. Acquisitions accounted for 16 BCF, 
or 32%, of the total additions, and explo- 
ration and development efforts yielded 
another 34 BCF At year-end 1988, Grace 
Petroleum's proved reserves were 83% gas 
and 17% oil, or a total of 252 BCF gas 
equivalency. 


Colowyo’s 1988 Tonnage Sets 
Record; 1989 Already Sold Out 

In 1988, Colowyo Coal Company, a 50%- 
owned partnership, reached an all-time 
record sales tonnage of four million tons, up 
by 14% from 1987 This marks four consecu- 
tive years of record volumes. In November 
1988, Colowyo reached an agreement to 
sell up to 715,000 tons of coal to the Colo- 
rado-Ute electric utility in addition to its 
existing long-term contract commitments to 
supply more than 1.1 million tons in 1989. 
This agreement essentially sells out 
Colowyo production for the year, putting 
projected 1989 production and sales at 4.] 
million tons. Setting another record—for the 
fourth time in the last five years—the Colo- 
rado Mining Association honored Colowyo 
with its Large Surface Mine Outstanding 
Reclamation Award. 


Grace Equipment Sets Record 

Grace Equipment Co. revenues reached a 
record $111.2 million in 1988, 17% over 1987 
sales. The opening of a new facility in Jack- 
sonville, Florida brought Grace's total num- 
ber of equipment rental yards to 55 at 
year-end. 


Homco Rebounds in 1988 

Homco International's market and financial 
performance improved dramatically in 
1988 despite a U.S. oil price drop of nearly 
18% and flat energy service activity. 
Homco's revenues increased by 57% over 
1987 levels, aided by the acquisition of an 
energy service business in the 1987 fourth 
quarter. Homco continues to be a market 
leader in each of the oil field service and 
equipment areas in which it competes. 


ST Services, Grace's bulk liquid storage busi- 
ness, is expanding the tankage capacity of 
its Texas City terminal by 74,000 barrels 
and is leasing additional acreage adjacent 
to this one-million-barrel facility near Hous- 
ton, Texas. Demand for storage capacity is 
high in the area, with ST experiencing a 
95+% utilization rate at this terminal. Most 
of the tankage being added will be utilized 
under long-term contracts. 


Grace Drilling Tests New Technology 
In September 1988, Grace Drilling Company 
and FlowDril Corporation signed an agree- 
ment giving Grace Drilling the exclusive 
right to use FlowDril’s patented drilling sys- 
tem in the United States. The FlowDril system 
utilizes an ultra-high-pressure (30,000 
pounds per square inch) stream of fluid to 
cut and fracture rock in front of the drill bit. 
This weakens the rock and greatly acceler- 
ates the rate of penetration by the drill 
string. While not ready for commercial 
application, the system has been success- 
fully used in four test wells and could be a 
major technological breakthrough in 
drilling activity. 


Grace Offshore Expands 

Grace Offshore Company has augmented 
its rig fleet, adding the flexibility to perform 
workover, well completion and primary 
drilling services on a wider range of off- 
shore structures. The acquisition in May of a 
jackup rig—now named ‘'Grace Offshore |" 
—provides access to the shallow-water, 
small-structure workover and drilling mar- 
ket. In December, the jackup rig “Acadian 
Spirit,’ four heavy-duty platform drilling 
rigs and related assets of Huthnance Inter- 
national Inc. were acquired. A contract, with 
a purchase option, to manage the ‘‘Van- 
guard II" jackup rig, capable of operating 
at depths up to 300 feet, was also secured 
from Huthnance. In January 1989, three 
identical Bethlehem mat cantilever jackup 
rigs, with depth capacity of 200 feet, were 
purchased from the Den Norske Credit- 
bank. The six jackups and four platform rigs 
will be managed by Grace Offshore's new 
Huthnance Division. 
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$ Millions 7 1988 1987 
Sales and Revenues $1,650.1 $1,333.6 
Operating Income After Taxes 41.2 32 I 
Employees 6,600 6,400 


Sales and Revenues by Industry 


_ Distribution $ 722.3 $ 642 8 


Cocoa Products 630.3 432.1 
Specialty Agriculture 194.8 16728 
" Specialty Textiles 102.7 90.9 
Total $1,650.1  $1,333.6 


1988 Sales by Industry 
Percent of Total 


Distribution 44% | 
| 


Cocoa Products 38% 


Specialty Agriculture 12% 


Specialty Textiles 6% [> 


Facing Page: The New York Public Library is one of 
more than 85,000 customers served by Boker & Taylor 
Books, the nation’s foremost distributor of books to 
libraries and retailers 


Below: Ambrosia has developed more than 6,000 
custom cocoa and chocolate formulations for its cus- 
tomers in the dairy, confectionery and baking industries 


Specialty Businesses—With 1988 sales of $1.7 billion and 
after-tax operating income of $41.2 million, Grace Specialty Busi- 
nesses, formerly the General Business Group, changed its name to 
reflect the specialty nature of its four businesses—Grace Cocoa, 
Grace Distribution, Grace Specialty Agriculture and Grace Specialty 
Textiles—all recognized market leaders. 


Global Efficiencies Spur Grace 
Cocoa Sales 

By pooling its global resources, Grace 
Cocoa, a 75%-owned partnership, has 
achieved cost efficiencies in buying raw 
materials, coordinated worldwide cocoa 
bean pressing operations and heightened 
its ability to respond quickly to changes in 
the marketplace. Grace Cocoa processes 
nearly 10% of the world's total annual 
cocoa bean crop and had sales of $630 
million in 1988. 


Ambrosia Enters Food Service 
Industry 

Ambrosia Chocolate has positioned itself as 
one of the first full-service cocoa and 
chocolate suppliers to the food service 
industry. Ambrosia’s food technologists and 
packaging specialists are customizing for- 
mulations and convenience sizes to meet 
the specialized needs of this $200 billion 
industry. 


Grace Distribution Benefits from 
Automation 

By identifying the computer-related syner- 
gies inherent in the custom distribution of 
books, video and audio tapes and soft- 
ware, Grace Distribution is capitalizing on 
the combined strengths of Baker & Taylor 
Books, Baker & Taylor Video and Soft-Kat as 
premier distributors of information and 
entertainment products to the world's 
libraries and retailers. 

Relying on sophisticated automation 
techniques to provide some 40 million 
books annually to over 85,000 bookstores 
and libraries in the U.S. and abroad, B&T 
Books is leading the industry in developing 
electronic interfaces with library automa- 
tion suppliers. Expanded use of Acquire, 
B&T's proprietary electronic ordering sys- 
tem, facilitates faster and more accurate 
delivery. 

B&T Video is linking its 12 distribution 
centers with an integrated computer system 
that monitors inventory and ordering and 
speeds delivery. B&T Video's depth and 
breadth of inventory—some 18,000 video 
titles ranging from new theatrical releases 
and vintage films to children’s classics and 


instructional tapes—provides a unique re- 
source to tap new distribution outlets such as 
supermarket chains and specialty retailers. 

Contributing to Soft-Kat's success are its 
contract with the U.S. Army and Air Force 
Exchange Service and its exclusive rights to 
distribute IBM's new educational software. 
Soft-Kat anticipates sales increases from 
continued inroads into the computer 
peripherals and home entertainment soft- 
ware markets. 


Specialty Textiles Posts Gains 
Continuing to expand its market share 
internationally, Bekaert Textiles had 
increased 1988 sales of drapery fabrics 
and textile wall coverings in Europe and 
mattress ticking in Australia. Bekaert also 
achieved further market penetration in 
North America, where sales of mattress 
ticking increased by more than 40% over 
the 1987 level. 


Bovine Cloning Lab Dedicated by 
American Breeders Service (ABS) 

A pioneer in bovine genetics, ABS opened 
a cloning research lab in De Forest, Wiscon- 
sin in November. Having successfully cloned 
the first bovine embryo using the DNA 
transfer technique, ABS is now perfecting 
the efficiencies and economies of this tech- 
nique while evaluating its commercial 
applications. Through the cloning of cattle 
embryos, ABS will be able to reproduce 
genetically superior cattle, revolutionizing 
the development of dairy and beef herds. 


Research Yields New Feed 
Formulations 

Nutritionists at Forr Better Feeds and Walnut 
Grove are developing improved feed mixes 
for cattle and hogs. In addition to isolating 
formulations to accelerate weight gain, 
these specialists utilize advanced computer 
programing techniques to produce feeds 
combining the highest nutritional value with 
the least costly ingredients. New develop- 
ments include a specialized “hospital” 
ration for sick animals in feed lots and an 
equine program of high-performance 
feeds specially formulated for race and 
show horses. 
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Health Care—With annual revenues of $564 million, the Health 
Care Group had operating income after taxes of $279 million, a 
62% increase attributable to strong operating performance and 
a rise in Grace's ownership of National Medical Care, Inc. from 


499% to 82.8% in January 1988. 


Ownership of National Medical Care 
Increased to 97.5% 

In the first quarter of 1989, the Company 
increased its common equity interest in 
National Medical Care, Inc. {NMC} to 
97.5% from its previous level of 82.8% for 
approximately $76.5 million, of which 
$52.7 million would be payable in January 
1990.The remaining minority stake will con- 
tinue to be owned by NMC management. 

NMC, based in Waltham, Massachu- 
setts, is the leading U.S. provider of kidney 
dialysis services. It is also the second 
largest supplier of medical equipment used 
in kidney dialysis treatment and is building 
a mgior position in the rapidly expanding 
home infusion therapy market. 

Kidney dialysis duplicates the function of 
a normal kidney by removing toxic wastes 
from the bloodstream and maintaining nor- 
mal fluid balance. With outpatient care 
mainly provided through 304 dialysis cen- 
ters, NMC also administers programs for 
in-hospital treatment and specialized home 
care training for a total of 22,000 hemo- 
dialysis patients. 

NMC’s Medical Products Division is a 
leading supplier of dialysis-related sup- 
plies and equipment for clinics and home 
care patients. In addition to dialyzers, 
bloodlines and concentrates, the Medical 
Products Division manufactures Dial-A-Kit, a 
customized, single-package system con- 
taining all the components necessary for 
hemodialysis treatment. 

NMC's Home Care Division customizes 
pharmaceutical preparations for nutritional 
infusion therapies needed by those unable 
to swallow or digest food properly. It also 
provides antibiotic IV. treatment and res- 
piratory and rehabilitation therapy equip- 
ment for homebound patients. NMC solidi- 
fied its position in this high-growth segment 
of the health care industry, broadening its 
geographic penetration with the acquisi- 
tion in a 1989 of InfusionCare, Inc.,a 


former subsidiary of Avon Products, Inc. 


A National Medical Care facility, located in 
Clondalkin, Ireland, utilzes a semi-automatic process 
to make hollow fiber dialyzers.This involves the 
insertion of a polyurethane compound to immobilize 
the fibers for filtering toxins and impurities from the 
bloodstream during kidney dialysis 


InfusionCare, with 29 branches in 16 states, 
specializes in providing chemotherapeutic, 
nutritional, antibiotic, pain management 
and hydration LV. therapy. 


New Developments in Biomedical 
Research 

With a mission to promote corporate 
growth through the development of new 
technologies, the Research Division has 
committed its resources to a number of 
promising biomedical research projects. In 
collaboration with NMC, the Research Divi- 
sion is evaluating an alternate fabrication 
process to develop new fibers that are 
more biocompatible than the cellulosic 
fibers traditionally used in short-term dialy- 
sis treatment. 

Research based on Grace proprietary 
technology in membranes and mammalian 
cell cultures is concentrating on the devel- 
opment of a hybrid artificial pancreas for 
diabetic patients. A new implantable 
device, designed to replace a patient's 


defective pancreas with membrane-encap- 


sulated pancreatic islet cells, would 
respond to changes in blood glucose lev- 
els, producing insulin as needed. In addi- 
tion to eliminating daily insulin injections, 
the artificial pancreas would minimize or 
prevent the debilitating effects of diabetes 
on other organs. 

Using chemically activated membrane 
surfaces, researchers are working on medi- 


cal devices that remove the LDL-C (low-den- 


sity lipoprotein cholesterol) component of 
blood while recycling bulk blood to the 
patient. Reducing LDL-C levels has been 
effective in reversing cardiovascular dis- 
ease and reducing its incidence. 

Health care, representing 10% of the 
gross national product, is the nation's 
largest industry. NMC's expertise in 
delivering cost-effective, quality health 
care products and services, coupled with 
promising developments in Grace's 
biomedical research programs, has posi- 
tioned Grace as a leading participant 
in this high-growth industry. 


$ Millions 1988 1987 
Sales and Revenues’ _ $564.4 $5 15.2 
Operating Income After Taxes 27.9 172 
Employees na 8,300 7,700 


Sales and Revenues by Industry 


Patient Care 


Medical Supplies 115.8 


Percent ol Total 


Patient Care 79% 


Medical Supplies 21% 


A radioimmunoassay testing device determines 
purity and yield of isolated, insulin-producing 

islet cells that are essential components in research 
work to perfect an artificial pancreas 


$448.6 $413.2 
102.0 


Total $564.4 $515.2 
*Sales and revenues lor 1987 are presented for comparative 
purposes only In January 1988, Grace increased its common 
equily ownership in National Medical Care, Inc. to 82.8 

trom 499 

1988 Sales by Industry 


Corporate Responsibility 


Grace has long believed that the interests 
of its shareholders and employees are best 
served when the Company takes an active 
role of public service in the communities in 
which it operates. In this tradition, Grace is 
committed to reach out to local communi- 
ties as a partner in protecting the environ- 
ment and promoting health and safety in 
the workplace. Grace also participates in 
special programs that help to enhance the 
quality of life. 


Commitment to Environmental 
Quality 
The guiding principle for all of Grace's 
environmental affairs programs is to do 
everything possible to operate facilities 
safely and responsibly. Corporate policy 
has long dictated that operating units regu- 
larly review and incorporate the latest 
health and safety training techniques at all 
Grace facilities. The proliferation of federal 
and state environmental regulations in 
recent years, however, crystallized the need 
to coordinate Company-wide programs of 
review and compliance. To this end, Grace 
established the Office of Environmental Pol- 
icy (OEP), headed by the Honorable Hugh 
L. Carey, former Governor of the State of 
New York. Reporting to the Chairman of the 
Executive Committee, OEP coordinates 
Grace policy on environmental issues and 
regulatory activities. Its mission is not to sim- 
ply respond or react to environmental chal- 
lenges but to place Grace at the forefront 
in shaping a suitable climate for environ- 
mental protection. 

In addition to strict compliance with all 
legislatively mandated reporting require- 


ments, Grace Specialty Chemicals (GSC) has 
an ongoing program to audit every one 

of its worldwide production facilities and 

23 research centers for environmental 
safety. Grace also organizes special meet- 
ings with employees and community 
officials to familiarize them with local manu- 
facturing operations. 

In Nashua, New Hampshire, for example, 
Grace Organic Chemicals took out newspa- 
per ads offering free copies of a 56-page 
report detailing how it meets Environmental 
Protection Agency regulations. When one 
respondent said that he was unable to visit 
the plant to pick up a copy, the plant man- 
ager delivered it to him in person. And, as a 
neighboring community battled an indus- 
trial blaze, Grace stepped in with an offer 
of assistance, donating a truckload of 
sodium sulfate, helping firefighters control 
dangerous fumes given off by the fire 


Substantial Expenditures 

In 1988, GSC spent nearly $60 million on 
the environmental aspects of its business. 
Accounting for almost one-third of the total 
amount spent, or $19 million, were capital 
expenditures for environmental equipment 
such as scrubbers, aerators, filters and 
incinerators. The operating costs of these 
energy-intensive systems were another $31 
million. Fourteen percent of the total envi- 
ronmental budget involved personnel and 
administrative expenses. In the last six 
years, Grace has more than doubled its 
staff of environmental professionals, whose 
primary responsibility is to ensure that 
employee health and safety are protected 
and local environmental regulations are 
met. An additional $1 million funded engi- 
neering and development for the improve- 
ment of environmental controls. 

Grace's environmental concerns go 
beyond minimum legal requirements. For 
many years, it has played an important role 
in researching and developing products for 
safeguarding the environment. Davison 
emission control catalysts, Dearborn water 
treatment chemicals and TEC pollution con- 
trol equipment are just a few examples of 
the many products Grace manufactures for 
environmental protection. 


Canonie Added 

After lengthy research and analysis of envi- 
ronmental-related businesses with long- 
term growth potential, Grace purchased 
during 1988 a 33% interest in Canonie Envi- 
ronmental Services Corp., a leading haz- 
ardous waste remediation services com- 
pany, for approximately $36 million. 


Canonie provides comprehensive on-site 
services throughout the United States for 
the remediation of contaminated soil and 
water. Canonie supplies clients with full 
design, engineering and construction 
capabilities. It assesses the regulatory and 
technical aspects of complex toxicities and 
then develops high-technology solutions to 
remedy such problems. 


Partnerships with the Community 

In line with the "thousand points of light"’ 
spirit of volunteerism envisioned by the 
Bush Administration, Grace believes 

that the private sector has a maior role to 
play in addressing and correcting society's 
ills. It must be an active partner with local 
community groups in enhancing the social 
environment we all share. Putting this phi- 
losophy into action by his own example is 
J. Peter Grace, Chairman, President and 
Chief Executive, who, in December, was 
cited by the Caring Institute as “one of the 
most caring individuals in America.” Mr. 
Grace was described as ‘the Michelan- 
gelo of fund raising...creating new hues of 
caring, by volunteering, by setting the 
example and by leading others...a busi- 
nessman who has translated his success in 
the private sector into action on behalf of 
millions who are less fortunate all around 
the world.” 


Atholton Project 

Contributing to the quality of education is 
of primary concern to Grace. In 1988, 
Grace formed a unique educational 
partnership with Atholton High School of 
Columbia, Maryland. Its aim is to augment 
the student learning process while provid- 
ing professional development opportunities 
for teachers. The partnership focuses on 
increasing student interest in mathematics 
and science and offers students needed 
incentives to continue their education 
beyond high school. As part of the pro- 
gram, two scholarships totaling $12,000 will 
be awarded each year. Grace also pro- 
vides funds for the purchase of communica- 
tions and computer equipment to improve 
teaching methods. Grace scientists and 
engineers are devoting time, in concert with 
school officials, to help prepare students 
for future careers. In addition, Atholton fac- 
ulty members are given opportunities to 
work during their vacations at Grace's 
Washington Research Center in Columbia. 
Total investment at Atholton for this new 
program over a five-year period could be 
as high as $500,000, including grants, ser- 
vices and in-kind donations. 


Partners in Education 

The Atholton program is just one of many 
Grace partnerships—both large and 
small—with the local community. In Dallas, 
the Natural Resources Group participates in 
the ‘| Have a Dream Foundation.” Its pur- 
pose is to encourage underprivileged sixth 
grade students to continue their education 
and eventually graduate from high school. 
Grace Petroleum participates in Oklahoma 
City's ‘Partners in Education’ program, 
providing both financial and staff support 
to a local middle school. In October, Grace 
Petroleum sponsored a number of activities 


for seventh and eighth graders during Ener- 


gy Awareness Month. The Grace Construc- 

tion Products plant in Houston donates two 
bicycles each year to the neighboring ele- 
mentary school. These are awarded to the 
students with the best attendance records. 


Grace Foundation Support 
While New York City is rarely thought of as 
a “local” neighborhood, it is home to 
Grace Corporate Headquarters. Right 
across the street from Grace Plaza is the 
New York Public Library (see photo below), 
which is currently undergoing renovation to 
extend its storage space. Through the Grace 
Foundation, the Company is helping its neigh- 
bor with a $100,000 contribution to the 
Library's Bryant Park Stack Extension Project. 
New York is also home to Father Bruce 
Ritter's Covenant House, the most successful 
program of its kind for the rehabilitation of 
runaway drug addicts and teenage prosti- 
tutes. Covenant House is a recipient of 
major Grace Foundation support. 


The Grace Foundation, a financial supporter of the New York Public Library, contributed to the restoration of 
the Public Catalog Room (also pictured on page II} 
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Management's Responsibility 
for Financial Reporting 


153 East 53rd Street 


Price Waterhouse @ 


To the Shareholders and Board of Directors of W.R.Grace & Co. 


In our opinion, the accompanying consolidated financial statements appearing on pages |7 
through 31 of this report present fairly, in all material respects, the financial position of W. R. Grace 
& Co. and subsidiaries at December 31, 1988 and 1987, and the results of their operations and their 
cash flows for each of the three years in the period ended December 31, 1988, in conformity with 
generally accepted accounting principles. These financial statements are the responsibility of the 
company’s management; our responsibility is to express an opinion on these financial statements 
based on our audits. We conducted our audits of these statements in accordance with generally 
accepted auditing standards which require that we plan and perform the audit to obtain reason- 
able assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by 
management, and evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for the opinion expressed above. 


As discussed in Note 13 to the financial statements, the company changed its method of account- 
ing for income taxes in 1988. 


ree bhatirtere 


February 1, 1989 


Management is responsible for the preparation, as well as the integrity and objectivity, of the 
financial statements and other financial information included in this report. The financial statements 
and other financial information have been prepared in conformity with generally accepted 
accounting principles and accordingly include certain amounts which represent management's 
best estimates and judgments. 


For many years, management has maintained internal control systems to assist it in fulfilling its 
responsibility for financial reporting, including careful selection of personnel, segregation of 
duties, formal business, accounting and reporting policies and procedures and an extensive 
internal audit function. While no system can ensure elimination of all errors and irregularities, the 
systems, which are reviewed and modified in response to changing conditions, have been 
designed to provide reasonable assurance that assets are safeguarded, policies and procedures 
are followed and transactions are properly executed and reported. The concept of reasonable 
assurance is based on the recognition that there are limitations in all systems and that the cost of 
such systems should not exceed the benefits to be derived. 


The Audit Committee of the Board of Directors, which is comprised of directors who are not 
officers or employees of Grace, meets with Grace's senior financial personnel, internal auditors 
and independent accountants to review audit plans and results as well as the actions taken by 
management in discharging its responsibilities for accounting, financial reporting and internal 
control systems. The Audit Committee reports its findings to the Board of Directors and also 
recommends the selection of independent accountants. Management, the internal auditors and 
independent accountants have regular, direct and confidential access to the Committee. 


The independent accountants are engaged to conduct an examination of and render a report 
on the financial statements in accordance with generally accepted auditing standards, These 
standards include a review of the systems of internal controls and tests of transactions to the extent 
considered necessary by them for purposes of supporting their report. 


Consolidated Statement of Income 
$ millions (except per share) 


Consolidated Statement 
of Shareholders’ Equity 


$ millions 


Balance at January 1,1986......... 
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Uo e! | op ah oe ra a 
Translation adjustments.............. 


RMN Teer Sails Ss. ices v's ewe 


ONL eh oe Pe 
ERIGSNOSROI 2 nc Jase wens oan 
Two-for-one Common Stock split ...... 
Retirement of treasury shares ......... 
GHOCRAMINONG. cer shox x race Vale ae 


Translati 


Net Inco 
Dividends paid 


Stock options and awards............ 
Translation adjustments.............. 


The Notes to oe Statements, pages 20 to 31, are integral parts of these statements. 


adjustments.............. 
Stock neperchases::..:. 2-os-<0 oc Sen oe 
ee See oe ee re ite 


Balance at December 31,1987 ...... 


SRI CMA CEVONUEE be cn terhc le i:. . ans Dee eo ee 
Equity in earnings of affiliated companies............. 
Dividends, interest and otherincome ................- 


Cost of goods sold and operating expenses........... 
Selling, general and administrative expenses .......... 
Depreciation, depletion and amortization 
HilGtieehPXRONSE: |. oh Shae de «sons wy Gee ee 3 
Research and development expenses ................. 
Asset write-downs and reserves.............2.000055 


Income (loss) from continuing operations before taxes .. . 
acl hake RN OS, ee er ey, 2 Ue 


Income (loss) from continuing operations.............. 
Income (loss) from discontinued operations 
{including net gains on disposals) .................. 


Income (loss) before extraordinary item 

and cumulative effect of accounting change ......... 
Tax benefit of operating loss carryforward............ 
Cumulative effect of accounting change.............. 


Net income (loss). ees dee en Soe ees 


Earnings (loss) per share: 
Primary: 
Continuing OPGTGNGHIes bodes 6 ks een e.. 
Netincome (loss) Suaetee fa, cise ven ced ce ene 
Fully Diluted: 
Continuing operdtignemes = 2.5: 25.0 os seu onsen. 
Netincome loss) aumento ll be bs ea 


Financial Statements 


1988 1987 1986 
$5,786.1 $4,515.4 $3,725.7 
23.0 20.4 10.0 
71.3 58.5 61.9 
5,880.4 4,594.3 _ 3,797.6 
3,956.3 3,091.9 2,539.8 
1,039.4 795.6 688.5 
281.2 228.9 238.4 
167.9 122.9 191.8 
119.0 107.3 94.2 

- * 368.8 
5,563.8 4,346.6 4,121.5 
316.6 247.7 —- (323.9) 
124.6 105.8 51.5 
192.0 141.9 (375.4) 
36.7 18.6 (96.9) 
228.7 160.5 (472.3) 
a 12.6 = 

4.9 pe = 

$ 233.6 $ 173.1 $ (472.3) 
$ 236.5 167 -§ 14.47) 
$ 2.75 $ 2.03 $ (5.62) 
$ 2.19 $ 1.67 $ (3.96) 
$ 2.62 $ 1.99 $ (5.0)} 


Foreign Common 
Preferred Common Paid in Retained Currency — Stock in 

Stocks Stock Capital Earnings Adjustments Treasury Total 

ead $10.3 $55.2 $615.4 $1,829.3 $(105.5) $ (.2) $2,404.5 
haere — — — (472.3) _ _ (472.3) 
Sita a = = (118.1) = * (118.1) 
ee — 6 25.6 — _ J 26.3 
Paar _ — _ — 66.0 — 66.0 
SEN ated (2.6) _ cc — _— (595.8) (598.1) 
Fst —_ _ ea — — _ ie 
CR ort 7.7 55.8 641.6 1,238.9 (39.5) (595.9) 1,308.6 
EIR a — —_ _ 173.1 — —_ 173.1 
es - - = (119.2) — = (119.2) 
(eee — 42.0 (42.0) — — — _ 
Ere ce — (13.6) (580.8) _ _ 594.4 — 
, Eee — 4 19.5 _ _ — 19.9 
bilooaiee — _ _ — 104.2 _ 104.2 
ba Sa, (.2) _ _ _ _ (27.5) (27.7) 
peers _— =i 2.8 _ — 1:5 4.4 
eee 7 fo" 84.7 41.1 1,292.8 64.7 (27.5) 1,463.3 
se seers — — — 233.6 — _ 233.6 
aM hee — _ — (119.1) — — (119.1) 
ree ag 5 (2.6) = = 14.6 12.5 
ot Reger _ — — _ (39.0) — (39.0) 
et - ee (.2) A = e. (.2) 
BALE as $ 7.5 $85.2 $ 38.3 $1,407.3 S$, 254 5. (12.9) $1;551,.1 
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Financial Statement 


Cash Flows from 
Operating Activities 


Cash Flows from 
Investing Activities 


Cash Flows from 
Financing Activities 


Consolidated Statement of Cash Flows § millions 


Years Ended December 31, 


Income (loss) from continuing operations before taxes ...... 
Adjustments to reconcile income (loss) before taxes to net 
pretax cash flows provided by operating activities of 
continuing operations: 
Depreciation, depletion and amortization.............. 
Equity in unremitted earnings of affiliated companies... . . 
Asset write-downs and reserves ............00 00000 ees 
Changes in assets and liabilities, net of effects of 
acquisitions of businesses: 
(Increase) decrease in notes and accounts receivable, 
Ste i US oe ae re 
(Increase) ininventories .............. 0.66. e eee eee 
Increase in accounts payable ..................0005 
Receivable due from insurance carriers............... 


RSPEI Ie ie cis ok ae w PAN tens WW Rlacpeaias 


Net pretax cash flows provided by operating activities of 
IAT WSHNET ORANG oes Sis ok ores wi Wee ot oe wale alee 

Net pretax cash flows provided by (used for) operating 
activities of discontinued operations .................. 


Net pretax cash flows from operating activities............ 
WAG ane ORNS CCH a oa sess sce nes weber nee rors 


Net cash flows provided by operating activities ........... 


ACEO! OXOGrIIUReS ae ey os ia hod i's sas ee eeelewlees coe 
Businesses acquired in purchase transactions, 

Re) Ol COSCO ies oe a ae es ss cee oes ee 
Purchases of energy services equipment................. 
(Increase) decrease in investments in and advances to 

CLIC CE COMM rr Sos es gi a eked vee co's 
(Increase) in net investment in discontinued operations. ..... 
Net proceeds from divestment of businesses.............- 
Proceeds from disposals of assets ...............-.20.- 
Repayment of debt in connection with divestment of 

eastern coal properties. .............-. 00 cee wees 
eI os hs re rr 


Increase inlong-term debt... ......... 0.00. cece eee eee 
Reduction in long=-temeent -) ois ics ones an cee webs 
WEF BOSS IN IOGHS ERIE, 6. 5.5 cain cio nce oleh ce tence wrens 
Reduction inloanspayable: 11... v6.6. oc aces ents 
NSCIR I Ch VICHCN ICIS reg cee oo Selden ade als bcs lele nea 
RPE NASIE COT ICR cts 6 oe «elvis, 653 Wes ceed era, ar 
ON 85D ine 5 a5 4 5 Woes wins oa eens 


Effect of exchange rate changes on cash 
GELS CN EI oy ohne 6S ak wets te acy dens 


(Decrease) increase in cash and cash equivalents.......... 
Cash and cash equivalents, beginning of year ............ 


Cash and cash equivalents,end of year................ 


1988 
$316.6 


(62.2) 


374.8 
225.6 


(418.1) 


(124.0) 
(42.5) 


(30.3) 
(25.6) 
318.5 
24.3 


245.7 

(116.5) 
48.5 
(23.8) 

(119.1) 


(10.7) 


(18.7) 
151.4 


1987 
$ 247.7 


(92.1) 
(21.3) 
64.3 
(12.0) 
(16.2) 


379.5 


(5.5) 


374.0 
(110.7) 


263.3 


(242.5) 


(32.3) 
(32.6) 


43.7 
(28.8) 
77.5 
31.6 


(10.3) 
(193.7) 


175.9 
(19.7) 
22.1 
(71.0) 
(119.2) 
(27.7) 
15.5 


(24.1) 


13.4 


58.9 
92.5 


1986 
$ (323.9) 


The Notes to the Financial Statements, pages 20 to 31, are integral parts of this statement. 


Assets 


Liabilities 


Shareholders’ Equity 


Consolidated Balance Sheet § millions (except par value) 


December 3], 


Current Assets 
Cash and cash equivalents, including marketable 


securities of SIA6 [19E7— S293)... on. o. o e ie Gls cle fey ca oee 


Notes and accounts receivable, less allowance 


Sah reas RPI, Moe oa dw cu na Ra a eae atlas ROE 
FERRIS. cts ORAM LX 5 o's loeb acs OGRE Ge cham sele od i 
Net current assets of discontinued operations..................... 
DER CORPONIEISS Eley Nes Fo 8 oss. od kama b Ue wie Som tee tlen 


Net long-term assets of discontinued fertilizer 


OE NOIIIS pc ai SER: ic ci sds ais see SEunieinepis age 
Investments in and advances to affiliated companies ............... 
Prdpenties dnd equipmaeniinet). ... . 6.x. cdepagawce. ious ees ie) 
(OU oS ies SR ce A ORES See BAe 


Goodwill, less accumulated amortization of $31.0 


987 — $24.5) Pea eves Sou eed Sh als eu sae oe tee Yemen 


Current Liabilities 


EESCIEPS (CYRUS | EG fics 6 ss vin ee tin eco oighn's a wels stare el 
IACEOUATS OVODIG) HEMET ef oe ocoss ole els Lb sles wh veinpan opal 
INCOME THKOS:;. Ree Dace ce es oe odes aa eamwen sume 


borigetenn: Cebit: 2 a fos sists cen recreate oedondh « cmowisla oy We eat 
Noncuirrent licbilitier cements oo. Scie So ce daw xe oe ones os ge 


Preferred stocks, par value $100... 2.2.0... ce cee ee eee 


Common stock, $1.00 par value; 300,000,000 shares authorized; 
84920,000 shares outstanding at December 31,1988 (293,600 
shares held in treasury) and 84,108,000 at December 31,1987 


(623,900 shares held in treasury) ...........0.00.0 6000 ccc eee 
Common stock:in Remi ocx sas oc docs Siu ccein s on ston cin wale we 
Paidin capital ............ Ss. Feltinis meh poe» eo Gale bee 
Retained Gornings..0 eens <6 vals csc koes sosa oe cates od cow o woe ate 
Foreign currency adjustments. ... 2.0.0.0... 00. c cece eee enna 


Total Sharehold@ianmany 2). es pcs cos ci ss ca ees Sea 


The Notes to Financial Statements, pages 20 to 3], are integral parts of this statement. 


Financial Statement 


ree RGF 
$ 1827 $ 151.4 
1,068.9 826.5 
751.5 629.5 
15.4 72.4 
45.4 42.9 
2,013.9 1,722.7 
29.3 184.8 
140.5 197.1 
2,028.3 1,701.0 
883.2 555.9 
215.1 112.1 
$5,310.3 $4,473.6 
$ 307.5 $ 148.4 
589.6 521.1 
155.6 133.2 
431.3 361.9 
1,484.0 1,164.6 
1,509.1 1,222.5 
509.7 347.6 
84.4 101.4 
3,587.2 2,836.1 
172.0 174.2 
7.5 7.5 
85.2 84.7 
(12.9) (27.5) 
38.3 41.1 
1,407.3 1,292.8 
25.7 64.7 
1,551.1 1,463.3 


$5,310.3 $4,473.6 


W.R. Grace & Co. and Subsidiaries 


Note 1—Summary 
of Significant Accounting 
and Financial Reporting Policies 


Note 2—Asbestos and 
Other Litigation 


The accounting and financial reporting policies of W.R. Grace & Co. and subsidiaries (""Grace’’) 
conform to generally accepted accounting principles and reflect practices common in Grace's 
various businesses. 


Consolidation Principles The consolidated financial statements include the accounts of W.R. 
Grace & Co. and majority-owned companies. Investments in affiliated companies (20% to 50% 
owned) are accounted for under the equity method. 


Reclassifications Dividends, interest and other income and cost of goods sold and operating 
expenses in 1987 and 1986 have been reclassified to conform with the 1988 presentation. 


Accounting Change Effective January |, 1988, Grace adopted Statement of Financial Account- 
ing Standard ("FAS") No. 96, ‘Accounting for Income Taxes’ (see Note 13—Income Taxes). 


Cash Flow Statement In 1988, Grace adopted FAS No. 95, ‘Statement of Cash Flows”; 1987 and 
1986 have been restated to conform with this standard. The cash flow statement reports net cash 
provided by or used for operating, investing and financing activities and the net effect of those 
flows on cash and cash equivalents during the period. Cash equivalents include highly liquid 
instruments with original maturities of three months or less. 


Inventories Inventories are stated at the lower of cost or market. Due to the diversified nature of 
Grace's operations, several methods of determining cost are used, including first-in/first-out, aver- 
age and, for substantially all United States chemical inventories, last-in/first-out. Market value for 
raw and packaging materials is based on current cost and, for other inventory classifications, on 
net realizable value. 


Properties and Equipment and Related Depreciation Properties and equipment are stated 
at the lower of cost or net realizable value. Depreciation of properties and equipment is generally 
computed using the straight-line method over the estimated useful lives of the assets. The successful 
efforts method of accounting is used for gas and oil operations. Depletion of natural resource 
reserves is determined by the unit-of-production method. Interest is capitalized in connection with 
major project expenditures and amortized, generally on a straight-line basis, over the estimated 
useful lives of the assets. 


Earnings Per Share Earnings per share are computed on the basis of the weighted average 
number of common shares outstanding. Earnings per share assuming full dilution are computed 
based on the assumption that the convertible debt obligations were converted at the beginning of 
the period or, in the year of issuance, when issued. 


There are various lawsuits pending against Grace relating to exposure to asbestos-containing 
products previously sold by Grace. To date, Grace's insurance carriers generally have not acknowl- 
edged or have denied the applicability of their insurance coverage to Grace's property damage 
lawsuits and claims, and Grace is currently involved in litigation with its carriers concerning the 
applicability and extent of its insurance coverage. In one such case (involving approximately half 
of the $99 settlement amount paid through 1988, as referred to below}, the U.S. District Court for 
the Eastern District of Texas decided in February 1988 (on a Grace motion for summary judgment) 
that the applicable insurance carriers are liable for the full settlement amount, as well as related 
defense costs. That decision is now on appeal by the carriers to the U.S. Court of Appeals for the 
Fifth Circuit. 


Note 3—Discontinued 
Operations 


Notes to Financial Statements § millions (except per share) 


At year-end 1988, Grace was a defendant in approximately 13,600 asbestos-related lawsuits 
{as compared to approximately 6,700 at year-end 1987), and it is anticipated that Grace will be 
named as a defendant in additional asbestos-related lawsuits in the future. Approximately 13,500 
of the lawsuits pending at year-end 1988 involve claims for personal injury; the remaining lawsuits 
involve property damage allegedly caused by the use of asbestos-containing materials in the 
construction of public and private buildings. The plaintiffs in the latter lawsuits generally seek, 
among other things, to have the defendants absorb the cost of removing, containing or repairing 
the asbestos-containing materials in the affected buildings. Through year-end 1988, 52 property 
damage cases and approximately 1,300 personal injury cases had been dismissed with respect 
to, and without payment by, Grace, and two property damage cases had been decided against 
Grace, resulting in awards of $6.8 and $1.3, respectively. In addition, Grace has settled property 
damage cases and claims relating to 1482 schools and other buildings. Under the terms of the 
settlements, Grace has agreed to pay a total of $110, of which $99 was paid through 1988; the $1] 
not yet paid has been classified as a current liability. Grace has recorded a receivable for the 
insurance proceeds it expects to obtain in connection with these settlements and awards. 

Grace's ultimate liability in respect of its asbestos lawsuits and claims will depend on the extent 
to which its insurance will cover any damages for which it may be held liable, amounts paid in 
settlement and litigation costs. Grace believes that its insurance will cover a substantial portion of 
such damages, amounts and costs. Consequently, Grace believes that the resolution of its asbestos 
lawsuits and claims will not have a material adverse effect on its consolidated financial position. 

In June 1984, Continental Illinois National Bank and Trust Company of Chicago (‘Bank’) filed a 
legal action against Grace. The action arose out of a $75 nonrecourse production payment loan 
(‘Loan’) made by the Bank in connection with certain natural gas properties in which Grace has 
an interest. In September 1984, the Bank sold the Loan to the Federal Deposit Insurance Corpora- 
tion ("FDIC"), which became the plaintiff in the action. The plaintiff alleged, among other things, 
that Grace failed to provide certain information to the Bank in connection with the making of the 
Loan. In October 1987, the jury rendered a verdict in the action awarding the FDIC $25 in compen- 
satory damages (which would be applied to the outstanding Loan balance) and $75 in punitive 
damages. In June 1988, a United States District Court Judge reduced the punitive damage award 
to $25; the FDIC has accepted this reduced judgment. Grace believes that the entire judgment is 
contrary to the facts and applicable law. Consequently, Grace has appealed the judgment, and it 
believes that the lawsuit will not have a material adverse effect on its consolidated financial 
position. 

Grace is also involved in various other lawsuits, claims and proceedings arising from the conduct 
of its business. Such matters are not material to its consolidated financial position. 


In 1986, Grace decided to divest its fertilizer and restaurant operations; the decision to divest its 
retail operations was made in 1985. 

In December 1986, Grace sold substantially all of its full-service restaurant operations for 
proceeds, before reinvestment, of approximately $537 Also, during 1986 Grace sold substantially 
all of its retail operations for $733, before reinvestments. 

In connection with the sale of its restaurant operations, Grace purchased for $100.8 the follow- 
ing securities of the buyer: (a) $50 principal amount of 13 1/8% Junior Subordinated Notes due 
1998; (b) 500,000 shares of 12% Cumulative Preferred Stock, mandatorily redeemable in 1999; 
and {(c) warrants to purchase 470,000 shares of the buyer's common stock (representing 47% of the 
buyer's fully diluted common equity). In addition, Grace purchased for $29 the following securities 
of the buyer of two of its retail operations: (a) $19.1 of senior secured notes; (b) $9 of junior 
unsecured notes; (c) $.9 of cumulative preferred stock; and (d) a warrant to purchase a 32.5% 
common equity interest. 

In March 1987, Grace sold its Bermans leather apparel business (““Bermans’’) for approximately 
$99 (before reinvestment of $19 in notes of the buyer]. In connection with the sale, Grace also 
received warrants to purchase a common equity interest of 34.5% to 475% in the buyer's parent. 

In determining the net pretax gain on these disposals, Grace has not included any value of the 
securities purchased or received in connection therewith. Grace will recognize the value of these 
securities in future years, when the realization of their value is more fully assured. In the Consoli- 
dated Balance Sheet, the face value of the outstanding securities is reported in other assets, offset 
by amounts reported in deferred income. 
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In November 1988, Grace sold its remaining interest in Bermans for net proceeds of approxi- 
mately $46 and also received $19 on the redemption of the notes referred to above. In February 
1988, Grace received proceeds of approximately $20 on the sale of its remaining interest in Home 
Quarters Warehouse, Inc. 

During 1988 Grace received proceeds aggregating approximately $380 for the sale of fertil- 
izer operations, before debt repayment of $77 and reinvestment of $22. In January 1989, Grace 
sold its 50% interest in a Florida phosphate mining partnership and used the proceeds to repay its 
share of the partnership's debt obligations. Grace's net investment in this partnership at December 
31, 1988 has been charged to a divestment reserve and therefore is not included in the net 
investment in discontinued fertilizer operations at December 31, 1988.The remaining fertilizer 
facility to be sold is a multi-plant ammonia complex inTrinidad, a portion of which is owned by a 
company in which the Government of Trinidad and Tobago has a 51% interest. 

All operating results of the fertilizer business, together with gains and losses on divestments, are 
being applied to the aforementioned divestment reserve, which was established at the end of 
1986.The reserve remaining, after giving effect to the January 1989 transaction referred to above, 
is $149 It is expected that the remaining reserve is sufficient to cover liabilities retained by Grace 
and any potential loss that might be incurred on the sale of the Trinidad operations. 

Sales and operating results for discontinued operations, including net gains (losses) on dis- 
posals, for the three years ended December 31, 1988, 1987 and 1986 are as follows: 

Retail 


Restaurant — Fertilizer Total 


Year Ended December 31,1988 


Solesic, 42. 1c, Caen eee S's cc ks $ = §$~ 89) $3540. § 413.1 
Income from operations before taxes ........ es 1.3 Mi 1.3 
Net pretax gain (loss) on disposal of 

CRIGHONONS: «seater seat oa cites <a 722 (17.0) — 55:2 
Income taxes relating to discontinued 

OT EINCINS: Saree he en a Lect cis o+ sn Mia musth rode tate SS Haier ACR Ran (19.8) 
Income from GISCOMIMBEG DIOBFONIONS.. 65 ios. 55 5 os 5a 3 Salgnd oe vine bis Memeo ets § 36.7 

Year Ended December 31,1987 

ScleS: x... Se eI Sle ocese nina os os $ 210 $ 80.0 $429.9 §$ 530.9 
Loss from operations before taxes ........... (.3) = as (.3) 
Net pretax gain on disposal of operations... . . 35.8 — — 35.8 
Income taxes relating to discontinued operations ........... 06... eee eee e eee ees (16.9) 
income from discontinged operations .. .. .. .. ee dene ence es teense owed sne $ 18.6 


Year Ended December 31,1986 
$1,374.8 $1,219.3 $488.5 $3,082.6 


Income (loss) from operations before taxes. . . . 18.5 4.2 (84.1) (61.4) 
Net pretax gain on disposal of operations... . 171.4 41.0 — 212.4 
Divestment reserve tears atin cede hb cn oe — — (221.0) (221.0) 
Income taxes relating to discontinued operations ..... 6.6... cee eee (26.9) 
(oes fram Giscontinmemmereremicnts oe). 8s be way gs wean cee sees ca eee ce $ (96.9) 


"YA pretax gain [including net gains on the disposal of businesses} of $678 in 1988 and a pretax loss of $35.6 in 1987 
relating to the fertilizer business were credited and charged, respectively, to the divestment reserve established in 1986. 


Note 4—Notes and 
Accounts Receivable 


Note 5—Inventories 


te 6—Investments in and 
to Affiliated Companies 


Notes to Financial Statements $ millions (except per share) 


1988 1987 
Trade, less allowance of $43.6 (I987—$23.6).........0. 0.000. 0 eee $ 941.3 $738.3 
Other, less allowance of $2.9 (1987—$.7) ... 2... c ccc ccc ceca ee es 127.6 88.2 


1988 1987 

Rawond packagingimoterials) ..... 2... cs coeen bens Coenen oe pee S 223.3 $175.5 
NWGMOEESS a1, sears CREME ROT be c.2 Sid.-nce uc tence aL ete Seo 85.0 73.3 
Finisher Broducls oes ea es. sacs jo ate ee See 310.5 256.3 
SEARCH GTC NCINGISE oes 5s, 9:< «vin cinse x acstaa ed Dees See eee Cee 193.8 171.9 
812.6 677.0 


Less: Adjustment of certain inventories to a 
FRSA HSE -GUR (LIPO PIRIRIS Go. 5 ood esd 54.04 aan le ee Eee 61.1 47.5 


SeVeUS $629.5 


Inventories valued at LIFO cost comprised 22.3% of inventories before the LIFO adjustment at 
December 31,1988 and 23.4% before such adjustment at December 31, 1987 


Included in Grace's continuing operations at December 31, 1988 are equity interests of 50% or less 
in companies engaged in coal mining, on-site hazardous waste remediation services (see below} 
and providing health care products. On January 5,1988 Grace acquired additional shares of 
National Medical Care, Inc. ("NMC") common stock, increasing its common equity interest from 
499% to 82.8%. Therefore, for 1988 NMC is reported on a consolidated basis and is no longer 
reflected in investments in and advances to affiliated companies. During 1988, Grace purchased, 
for approximately $36, a 33% interest in Canonie Environmental Services Corp., a company 
specializing in on-site hazardous waste remediation services. 


A summary of financial information of affiliated companies (100% basis) included in continuing 
operations is set forth below: 


1988 1987 
Currentiossets:... ./:.. VME x aecc.s< ese ane vere $272.3 $399.0 
Noncurrent Gssels:. mee nt cee oe ne we Seibet 693.2 
Totaliassets., 4. Repetto c o5% oss we bes $623.4 $1,092.2 
Current liabilities: . oem: we ene es ce es $177.3 $279.8 
Noncurrent liabilities. ...................005 158.2 497.1 
Totollinbilitias , pes ales cee on ea oe 3355 776.9 
NEP OSSENS os. DRE orcs sad ane ee ele $287.9 $ 315.3 
Grace investments and advances ........... $140.5 $ 197.1 
1988 1987 1986 
Net sel6s:...c:. 4) pee reise vo wot deo $352.9 $794.5 $ 724.1 
Netineome’....: 2 cameron <a cca es $.3A9 Sec8) $:. - 23.9 
Grace equity inearnings.................. $230 $220.4 $. 10.0 
Dividends received by Grace .............. § 126, 5 6 §$ 9 
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Note 8—Asset Write-Downs 
and Reserves 


Note 9—Other Assets 


1988 1987 

RIP so, wich Mere cacsa ck diem se MPese gl = ov IES ae SiS $ «71.4 $539 
Kislure resource DYODORIES <00s os bcs oes ves ay eee ped we eee 709.6 713.0 
CE aa Sere) SPO Oe ee ee ae ee ee 694.6 541.1 
Machinery, equipment and other... 02.2. 2,407.4 2,184.1 
PIOIECISUNCOL CONMEUCHON 6.625.405 2% ap athe cro ting wn ee eater 6 187.6 124.3 
4,070.6 3,589.4 

Accumulated depreciation, depletion and amortization ............ (2,042.3) (1,888.4) 
Properties and equipment, net. ... 22... 66. eee eee eee ne nees $ 2,028.3 $1,701.0 


Interest costs have been incurred in connection with the financing of certain assets prior to 
placing them in service. Included in net properties and equipment are net capitalized interest costs 
of $33.0 in 1988 and $30.3 in 1987, Capitalized interest costs excluded from interest expense in 
1988, 1987 and 1986 were $79, $4.0 and $4.2, respectively. 


Depreciation, depletion and amortization expense relating to properties and equipment 
amounted to $224.1, $192.4 and $201.0 in 1988, 1987 and 1986, respectively. 


At December 31, 1988, minimum future payments for operating leases were: 


Pie aisha wanda emote x da LT Re.o h.0 obs Fe CRESS cee bie iecte ney get sir eiota ge at $ 57.0 
Bes te Si sass auncersaeet treme Aca 4 e. vd xara eRe See OM DER RER SE Setets Maia Te glare 47.8 
12) ee ee ES i Ee VO AO CRA ee MRP eR Ses 41.5 
WM «ck ode ae aera MRE Soe Thi Siaoe ORB CIR Giktein oY ptetinns slay gags a sink <td 35:5 
32S ES Ot rR ey ee errr mS cert ps ale Nee), en 30.9 
PETA YOOS 5. ois RRs &. cielo nonin bale oireiare clean ghote calm ERAS aietehts WINE odd 131.2 
Toicil minimum lease ReyMeOnts sé. és 6a ioe ses os bem. ed ogee Asie ey kind wetald oe ata $343.9 


Grace's rental expense for operating leases amounted to $60.5, $43.9 and $38.1 in 1988, 1987 
and 1986, respectively. Contingent rentals and sublease rental income were not significant. 


In the fourth quarter of 1986, Grace recorded a charge of $368.8 against earnings from continu- 
ing operations. This charge included $332.2 primarily associated with the write-down of certain 
gas and oil properties, drilling rigs and other energy services equipment and manufacturing plants 
to their net realizable value, as well as the write-off of related goodwill. The write-down of 
energy-related assets within Grace's natural resources operations accounted for $275, or 83%, of 
the asset write-downs; the balance was related to certain assets in Grace's specialty chemical 
operations. In addition, Grace recorded various corporate reserves aggregating $36.6 for 
restructuring costs, headquarters staff reductions and other matters. 


In determining the asset write-downs, Grace generally estimated future cash flows expected to 
be generated by the respective assets over their remaining useful lives, reflecting projections of 
future prices and costs, and, where appropriate, discounted the results to present value. 


1988 1987 
NMC patient relationships, less accumulated amortization of $12.6 ..... $190.0 $ — 
Securities of divested businesses (offset by deferredincome)........... 1S 162.0 
Energy services equipment, less accumulated amortization 
DE SIGOS (IDR — SS orci cs oss Ha is Yee Safad Ue CeUNS pee eee 145.3 144.1 
Receivable due from insurance carriers 
(see Note 2—Asbestos and Other Litigation)... ......... 0.020 e eee 119.7 _ 
Distenrad Congest orth sh os. eas cas Hed ever etemerdn mn Mo elton Line 71.0 
Seornci Trinh WIVGSTIOING eee cos nine Cin pe be Cue eE SER ES Oe on 67.2 79.5 
Long-term receivables, less allowance of $3.8 (1987—$3.8)............ S27 48.6 
oe io eine te emp Sac aE i a, | adr eee 44.9 50.7 


Notes to Financial Statements § millions (except per share) 


Year-End 1988 Years of 
__InterestRate __—Maturity _—*41988 «1987 
ote 10—Long-Term Debt Commercial paper” ............ 94 % _ m e00.7- $ 150.0 
and Guarantees NMC credit agreement”......... 11.8 1989-1992 282.9 _ 
Promissory notes ............... 8.6 1989-1998 232.0 251.1 
Promissory Noles =. 2.o 44. 6s. .ss 2.75 _ _ 100.0 
Promissory notes ............... 10.375 1997 100.0 100.0 
Subordinate debentures”... ..... 7.0 2001 250.0 250.0 
Subordinate debentures’... ..... 6.25 2002 150.0 150.0 
DGD SRIUNES 55. Care tae is an 11.75 2008 100.0 100.0 
Sundry indebtedness............ 8.3 1989-2007 44.3 55.8 
Industrial revenue bonds......... 72 1989-2002 23.1 33.6 
FIOGUCHONDOYIBNE ia ais... asl vic Pe GUE. Seaeeees eee 75.3 76.0 


1,613.3 1,266.5 


Less amounts due within one year 
(RERIGINO IN: JOGNS PAVEIING:. 5... 0). otwnais vu. cope an 104.2 44.0 


$1,509.1 $1,222.5 


Full year weighted average interest rate . 2... eee eee 9.5% 8.5% 


Commercial paper borrowings, although short-term, are classified as long-term borrowings 
because of the availability of long-term financing under Grace's revolving credit agreements and 
Grace's intent to refinance these borrowings on a long-term basis. Grace has revolving credit 
agreements with various banks under which it may borrow up to $1,298.0 at interest rates based, at 
Grace's option, upon the prevailing prime, certificate of deposit and/or Eurodollar rate. At Decem- 
ber 31, 1988, there were no outstanding borrowings under the revolving credit agreements. Grace 
has additional credit lines amounting to $65.0, for a total of $1,363.0. Of the $1,363.0 total credit 
facilities, $358.9 was reserved to support commercial paper borrowings outstanding as of Decem- 
ber 31,1988, leaving net unused credit facilities of $1,004.1. In connection wih the revolving credit 
agreements, commitment fees of .25% per annum are payable on the unused portions. A portion 
of Grace's cash balances serves to compensate banks for credit facilities and services; such 
balances are generally unrestricted. 

Represents revolving credit borrowings by NMC under a credit agreement with various banks 
entered into in December 1984 in connection with a leveraged buyout transaction. The year-end 
1988 interest rate of 11.8% represents a combined rate comprised of both floating and fixed rate 
components. In December 1984, NMC entered into interest rate swap agreements which provide 
for a fixed interest rate of approximately 15% on $110 of the loans outstanding under the credit 
agreement; the remaining loans outstanding are at interest rates based upon the prevailing prime, 
certificate of deposit and/or Eurodollar rate. In December 1988, the banks agreed to waive 
certain covenants and to increase the maximum borrowings available from $260 to $310 (pro- 
vided Grace makes equal additional advances} until April 30, 1989, at which time the waivers 
expire and the maximum borrowings available revert back to $260. Grace is not liable for NMC 
borrowings under the credit agreement, although Grace is obligated to invest up to a maximum 
of $40 in NMC if NMC does not meet certain net worth requirements or upon certain defaults 
by NMC. 

‘3! Convertible into one share of Common Stock for each $31.625 principal amount. Ninety percent of 
each debenture is redeemable at the option of the holder on February 71991 for an effective 
yield of 9.52% per annum on the debenture, the rate at which interest is accrued. 

‘* Convertible into one share of Common Stock for each $42.125 principal amount. 

'° Represents a natural resources financing repayable solely out of proceeds from the sale of 
production. (See Note 2—Asbestos and Other Litigation.) 


Scheduled maturities of debt outstanding at December 31,1988 are: 1989—$104.2; 
1990—$804; 1991—$85.5; 1992—$169.3; 1993—$25,7, including maturities of NMC borrowings 
under its credit agreement of: 1989—$579; 1990—$35.0; 1991—$50.0; 1992—$140.0. 


Grace has guaranteed certain lease obligations of businesses sold and held for sale. The 
leases, which extend to 2011, have minimum future lease payments aggregating $244. No liability 
is anticipated under these guarantees. 


Interest expense for 1988, 1987 and 1986 amounted to $1679, $1229 and $191.8, respectively. 
Interest payments made in 1988, 1987 and 1986 amounted to $1599, $110.3 and $184.6, 
respectively. 
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Note 11—Shareholders’ Equity 


Note 12—Stock Incentive 
Plans 


The weighted average number of shares of Common Stock outstanding during 1988 was 
84,629,000 (1987—84,820,000; 1986—84,078,000). 

Of unissued Common Stock and Common Stock in treasury at December 31,1988, approxi- 
mately 22,154,000 shares may be issued or delivered upon conversion and/or redemption of 
convertible debentures and exercise of stock options. A Common Stock Purchase Right (“Right”) is 
issued for each outstanding share of Common Stock. The Rights are not and will not become 
exercisable unless and until certain events occur. At no time will the Rights have any voting power. 
At December 31, 1988, 107,074,000 shares were reserved in connection with the Rights. 

In January 1986 the following shares of capital stock were purchased for $598.1: Common 
Stock—27,238,920 shares, Preferred Stock—2,340 shares, Class A Preferred Stock—16,081] shares 
and Class B Preferred Stock—7,579 shares. 

Of $14073 of retained earnings at December 31, 1988, $260.8 was free of restrictions on the 
payment of cash dividends imposed by the most restrictive of Grace's loan agreements. In addi- 
tion, $544 of undistributed earnings of foreign subsidiaries may be subject to currency, exchange 
and other restrictions imposed by regulatory bodies of the countries in which the subsidiaries 
operate. 


Preferred stocks authorized, issued and outstanding are: 


Shares 


Authorized In Par Value of 
andIssued Treasury Outstanding Shares Outstanding 


(December 31,1988) 1988 1987 1986 

6% Cumulative” .......... 40,000 3,536 36,464 36 $36 $ 38 
8% Cumulative Class A’... . 50,000 33,244 16,756 i ees Liv LZ 
8% Noncumulative Class B'”! 40,000 18,269 21,731 ie 2.2 2.2 
S75 S75 B77 


One hundred and sixty votes per share. 
\Sixteen votes per share. 


Dividends paid on the preferred stocks amounted to $.5 in 1988, 1987 and 1986. 
The Certificate of Incorporation also authorizes 5,000,000 shares of Class C Preferred Stock, 


$1 par value, none of which has been issued. 


Changes in outstanding Common Stock options are summarized below: 


1988 1987 1986 
Average Average Average 
Number Exercise Number Exercise Number Exercise 
of Shares Price of Shares Price of Shares Price 
Balance at 
beginningofyear.. 4,186,734 $23.66 4,392,108 $23.20 4,104,076 $20.00 
Options granted.... 1,702,850 26.22 1,217,000 22.90 2,541,600 25.43 
5,889,584 5,609,108 6,645,676 
Options exercised. . . (90,697) 20.79 (771,148) 20.69 (1,270,866) 19.58 
Options terminated 
orcancelled...... (174,136) 21.90 (651,226) 22.58 (982,702) 20.32 
Balance at 
endof year ...... 5,624,751 24.53 4,186,734 23.66 4,392,108 23.20 


At December 31, 1988, options covering 4,611,344 shares (1987 —1,607420; 1986—1,841,104) 
were exercisable and 1,407,870 shares (1987 —3,682,812; 1986—4,537,362) were available for the 
granting of additional options. 


Note 13—Income Taxes 


Notes to Financial Statements $§ millions (except per share) 


Certain optionees have stock appreciation rights under which the optionee may, in lieu of 
exercising an option, request cancellation and, without payment, receive cash or shares of 
Common Stock having a market value equal to the difference between the exercise price and the 
market price of the Common Stock. Upon such cancellation, the shares covered by the option, less 
the shares issued, if any, become available for future grants. In 1988 $3.0 was charged against 
income, in 1987 $1.9 was charged against income and in 1986 $.5 was credited to income in 
connection with such stock appreciation rights. 


In addition, a restricted stock award program provides for the award of shares of Common 
Stock to certain employees. Shares covered by an award may not be sold (except to W.R. Grace 
& Co.) until the shares “vest” (in four annual installments); in the case of shares sold to W.R. Grace 
& Co., the proceeds may not be received by the employee until the shares would have vested. If 
the recipient's employment terminates for any reason other than death, disability, retirement or 
termination without cause, the shares not then vested (and/or proceeds from the sale of unvested 
shares) are forfeited. During 1988, 699,200 shares were awarded under this program. For these 
awards $109 was charged against income in 1988 and $3.2 was charged against income in 1987. 


Effective January 1,1988, Grace adopted FAS No. 96, ‘Accounting for Income Taxes’; on a prospec- 
tive basis; years prior to 1988 have not been restated for this accounting change. The cumulative 
effect of adopting this new accounting standard was to increase net income by $4.9. FAS No. 96 
requires the use of the liability method for accounting for income taxes. Under the liability method, 
the deferred tax liability is determined based on when differences between the tax basis of assets 
and liabilities and their basis as reported in the financial statements are expected to reverse 

(FAS No. 96 refers to these bases differences as “temporary differences"). The yearly deferred tax 
provision is determined based on changes to the deferred tax liability from the beginning of the 
period to the end of the period. 


The major temporary differences at December 31, 1988 are depreciation, intangible drilling 
costs for gas and oil properties, research and development costs that have been capitalized for 
tax purposes and reserves not currently deductible for tax purposes. 


The effect in 1988 of adopting FAS No. 96 was to increase income from continuing operations by 
$23, or $.27 per share; the favorable effect on income before extraordinary item and cumulative 
accounting change was $38, or $45 per share; net income was also favorably affected by $37, or 
$.44 per share. 


The provision for income taxes allocated to continuing operations 


consists of: 
_ 1988 1987 1986 
Current: 
Federal .......... sce -Pare se 0 Cassis ae ines olencvn $ (S65, $7 10:3: $ 34.5 
Cy 4.0 2.6 3:5 
Foreign... «...: Frac a ie oils Sates Se0 0s. om alae 102.3 94.6 88.5 
Deferred: 
Federal... «xo queens Gans s 9% Gola s pie.o dred eucee S 1.2 (.1) (75.5) 
FOrOiQn ..... «cee yar arass iss sis lee 4a viene Gibsindee 9.1 (1.6) 
Total provision for income taxes allocated to 
continuing operations .............0.60ee seven eee $124.6 $105.8 §$ 51.5 


The source of income (loss) from continuing operations before 
taxes for financial reporting purposes is as follows: 


Domestic: :::, <<. oI Reds ite Phd chive cece eases $ 49.0 $ 31.0 $(499.0) 
Foreign. <....... fda eM Mess co te Beles oben. ewe eee 267.6 216.7 175.1 
Total income (loss} from continuing 
operations before taxes... .......60. 6000s eee eee $316.6 $247.7 $(323.9) 
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Note 14—Dividends, Interest and 
Other Income 


The statutory federal tax rate reconciles to the effective tax rate 


for continuing operations as follows: 
1988 1987 1986 


ISHN COCIOFCH IRI TEN 6 so aise ideo epenie a nsatwiaiete weit 34.0% 40.0%  (46.0)% 
Increase (decrease) in tax rate resulting from: 
U.S. and foreign taxes on foreign operations. ............. 12.6 10.9 17.9 
Tax benefits not recognized subject to future realization ... . . — — 40.3 
Utilization of financial reporting operating loss carryforward . . (3.0) = — 
Net capital (gains) and losses ....... 2... 6. e eee ee eee — (3.3) 3.1 
SS FEES to Se eR ee ek ee ae (4.3) (4.9) 6 
ENE NUK TNDS, Fee Se o onic tn dl acdin sgt ee Dao hen TS 39.3% 42.7% 15.9% 


For financial reporting purposes, Grace has $35.8 of operating loss carryforwards available to 
reduce future deferred tax expense. 


At December 31, 1988, carryovers of general business credits amount to $18.1. These credits, 
which begin to expire in 1998, are available to reduce future tax expense. 


The Internal Revenue Service has completed examinations of consolidated federal income tax 
returns of W.R. Grace & Co. and its domestic subsidiaries through 1980. Additional foreign and 
United States taxes might become payable if undistributed earnings of foreign subsidiaries were 
to be paid as dividends, but such taxes have not been fully provided for since a substantial portion 
of such earnings has been and is expected to be reinvested for an indefinite period of time. 
Undistributed foreign subsidiaries’ earnings of $544 may be subject to currency, exchange and 
other restrictions imposed by regulatory bodies of the countries in which the subsidiaries operate. 
ltis not practicable to determine the United States tax liability that would be incurred if the 
undistributed earnings of foreign subsidiaries were paid as dividends. However, it is estimated that 
foreign withholding taxes of $58 would be payable upon the distribution of such earnings. 


1988 1987 1986 

Se COMER nn oe et at eee $ 7.) $16.5 $15.7 
PMNS (ose s.3 sal Me relies boa eats Saxe nue ares onl ce 34.7 22.1 21.4 
NN ree et ey cin Sims beeen 29.5 19.9 24.8 
$71.3 $58.5 $61.9 


Notes to Financial Statements $ millions (except per shore) 


Note 15—Pension, Profit Sharing In 1986, Grace adopted FAS No. 87, Employers’ Accounting for Pensions;’ for all U.S. and certain 
andRelatedPlans _ foreign pension plans. Grace adopted FAS No. 87 for the remainder of its foreign pension plans 
on January 1, 1989, the effect of which will not be significant. 


Grace maintains defined benefit pension plans covering employees of certain units who meet 
age and service requirements. Benefits are generally based on final average salary and years of 
service. Grace funds its U.S. pension plans in accordance with federal law and regulations. 
Approximately 55% of these plans’ assets at December 31,1988 were common stocks, with the 
remainder primarily fixed income securities. Non-U.S. pension plans are funded under a variety of 
methods because of differing local laws and customs and therefore cannot be summarized. 


Pension cost for plans that have adopted FAS No. 87 is comprised of the following components: 


Service cost—benefits 
earnedduringtheyeor $ 15.2 $ 59 $ 184 $ 36 $ 179 $ 2.4 
Interest cost on benefits 


earned in prior years . . 32.9 8.6 30.8 75 27.2 4.9 
Actual return on plan assets (71.9) (13.6) (7.7) (3:3) (124.5) (18.4) 
Deferred gain (loss) on 

plan assets........... 11.3 (.9) (39.8) (10.2) 88.3 10.9 
Amortization of prior 

service cost.......... 8 e a — — 
Amortization of unrecog- 

nizednetgain........ (2.6) — _ - — — 


Amortization of net gain 
at initial adoption of 


FASINo..87 «.... Soe (13.9) (4.4) (13.3) (4.2) (13.5) (2.1) 
Net pension cost 
(benefit)........ $ (28.2) $ (4.3) $ (10.9) $ (66) $ (4.6) $ (2.3) 


The funded status of these plans was as follows: 


December 31,1988 December 31,1987 


__US. Non-US. __US._ Non-US. 

Actuarial present value of benefit obligations, 
based on employment service to date and 
current pay levels: 

Vested 5c: cox cc ER caiees see SS es $314.0 $ 776 7$293:8 $ 67.5 

BiorisVestedd steele vie Bara Hee cecw res LES = 10.1 Le 
Accumulated benefit obligation................ 32s 2 77.8 303.9 69.4 
Additional amount for projected salary increases . . 64.2 25.9 57.1 22.5 
Total projected benefit obligation.............. 391.4 103.7 361.0 919 
Plan assets cit foiir Vee em ea os ok ee ee 700.6 172.1 643.8 157.9 
Assets in excess of projected benefit obligation ... 309.2 68.4 282.8 66.0 
Unamortized net gain at the initial adoption 

oi ae aia (180.4)  (43.6)_—«(187.2)—-(47..5) 
Unamortized prior service cost................. 25 1.9 12.0 o 
Unrecognized net gain ere... i. 2x sais creas (92.0) {5.1] (86.3) (3.6) 
Prepaid pension costo memes cc escent ene s $ 4643 $ 20623 21.3 $ 14.9 
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Note 16—Acquisitions and 
Other Developments 


Assumptions used at December 31,1988, 1987 and 1986 for these pension plans were: 


US. Non-US. 
1988 &1987 1986 1988, 1987 & 1986 
SCORE MSN... rrcesretet es, Sere s oats 9.0% 7.5 % 8.5-13.0% 
Expected long-term rate of return ....... 9.0 7.25 8.5-10.0 
Rate of compensation increase ......... 6.0 6.0 6.0- 7.5 


Grace's pension (benefit) expense for continuing operations was $(18.9), $(6.8) and $4.6 in 
1988, 1987 and 1986, respectively. 

Grace also sponsors profit sharing, savings and investment and similar plans for its employees. 
The expenses of these plans for continuing operations were as follows: 


1988 1987 1986 


Bice feo chan je ts we Le come k oe $10.1 $8.8 $7.8 
FORSIIN  os cwnretr ee ee Catia Os visa area earned 1.2 8 1.0 
Total expense for continuing operations............. $11.3 9.6 $8.8 


In addition to pension benefits, certain health care and life insurance benefits are provided for 
retired employees who reach retirement age while working for certain U.S. units of Grace.The 
annual costs of these benefits are not material and are expensed when paid. 


In January 1988, Grace acquired for $67.6 additional shares of National Medical Care, Inc. 
("NMC") common stock, increasing its common equity interest in NMC from 499% to 82.8%. This 
acquisition was accounted for as a purchase transaction. Starting in 1988, Grace's financial state- 
ments include the results of NMC on a consolidated basis; prior to January 1988 NMC was 
accounted for under the equity method of accounting. 


Also in January 1988, Grace and S. & W. Berisford p.l.c. combined their cocoa processing 
operations into a new partnership, named Grace Cocoa. Grace owns a 75% interest in the 
partnership. 


On a pro forma basis, if Grace's results of operations for 1987 were adjusted to consolidate 
NMC and reflect the formation of Grace Cocoa, Grace's sales and revenues for 1987 would have 
been approximately $5,273 versus $4,515 as reported. Income from continuing operations and 
net income, on a pro forma basis for 1987, would not have been materially different from the 1987 
amounts as reported, after adjusting for interest expense and additional depreciation and amor- 
tization expense resulting from the transactions. 


In March 1989, Grace increased its common equity interest in NMC from 82.8% to 97.5% for 
$76.5, of which $52.7 is payable in January 1990. In addition, Grace entered into an agreement 
providing for its acquisition in 1992 of the remaining NMC stock it does not own. 


Goodwill arises from certain purchase transactions and is amortized using the straight-line 
method over various periods not exceeding 40 years. 


Notes to Financial Statements $ millions (except per share) 


Note 17—Industryand _ The following table sets forth industry segment and geographic area information in accordance 
Geographic Segments —_ with FAS No. 14, “Financial Reporting for Segments of a Business Enterprise” 
Grace's investment and equity in the results of operations of affiliated companies, income 
applicable to minority shareholders, intersegment sales and transfers among geographic areas 
are not significant, except as stated. 


Total 
Specialty Specialty Natural Health Continuing 
Industry Segment Information Chemicals Businesses Resources Care” Operations 


RACE MPIIOGS. sv x isa wave 0x0 Ee ROU oes 1988 $3,131 $1,650 $ 44] $ 564 $5,786 
1987 2,794 1,333 388 — 4,515 
1986 2,492 896 338 — 3,726 

Fretaxoneroting Profit (Loss)! ... ... ...- ne eure sone ree on 1988 $ 388 $> 74 $ 3e $ 95 $ 595 
1987 357 §2 29!) = 438 
1986 285 44 (305)'*! ve 24 

RMI TICRIIE SSCS cos hou co's ose i ee eee eee 1988 $2,204 $ 802 $ 906 $ 646 $4,558 
1987 1,960 614 917 — 3,491 
1986 1,633 501 939 — 3,073 

BRIANA ERR ICIUT OS on. a's act ardin Seen wee eee mee ores eae 1988 $ 285 $ 29 Se ESF ee $ 382 
1987 184 21 23 _— 228 
1986 150 18 21 — 189 

Depreciation, Depletion and 

PRSETEZCHHOME s scoce aiiess arp .w: osha ava wierd ee a ear Ce 1988 $ 126 S26 5 #5 $o 38 $ 265 
1987 113 23 80 — 216 
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"Total pretax op’ rating profit reconciles to income (loss) from continuing operations before taxes as follows: 


Pretax operating MPORY ios oo osace oad eeuo eS eecerwle pitts eis ce et ee ee % 595 $ 438 $ 24 
PNUD RENE 5 ook mics on 8 as was aay sim avec Saco SoD pres deo lnc tel gages ces eke (168) (123) (192) 
eneralcorporate overhead... oo. oes cca Doce cies acon econ orn 0 Re eke ey bean cles (57) (49) (65) 
MOISSY OMIMNIEE OE soe. es cae ag no bleed whee Und aslo dbs there es ooo pees (53) (18) (91) 
Income (loss) from continuing operations before taxes... 6... eee ec eee eee ee ees $ 317 $ 248 $ (324) 


“Includes items such as corporate research expenses, dividend and interest income and miscellaneous items not properly allocable to industry segments and, in 1986, 
corporate reserves for restructuring costs, headquarters staff reductions and other matters (see Note 8—Asset Write-Downs and Reserves). 


‘|The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items and the net investment 
in discontinued operations. 


"The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items. 
“includes $17, $14 and $6 of equity in income of 20-50% owned domestic companies in 1988, 1987 and 1986, respectively. 


‘Sin January 1988, Grace increased its common equity interest in NMC to 82.8% from 499% (see Note 16—Acquisitions and Other Developments}; with the consolidation of 
NMC in 1988, — Care has been designated as an industry segment. 
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Management's Discussion and Analysis of Results of Operations and Financial Condition 


Review of Operations 
Sales and revenues increased by 28% in 1988 over 1987 Operating 
income after taxes (‘‘operating income”) totalled $340.7 million in 
1988 compared to $284.8 million in 1987, an increase of $559 mil- 
lion or 20%.These increases reflect the consolidation of National 
Medical Care, Inc. (“NMC"’) in January 1988, as well as advances in 
specialty chemicals, specialty businesses and natural resources. 
Sales and revenues increased by 21% in 1987 over 1986, and 1987 
operating income increased by $70.6 million or 33% over 1986. 
These increases reflect improvements in all operating groups. Oper- 
ating income for 1987 and 1986 have been adjusted to include the 
results of the Health Care Group, which was designated an operat- 
ing group in January 1988 when Grace increased its common equity 
interest in NMC to 82.8% from 499%. In addition, operating income 
for 1986 excludes $189.3 million of asset write-downs and reserves 
discussed below and in Note 8 to the Consolidated Financial State- 
ments. Sales and revenues and operating income exclude the results 
of discontinued fertilizer, restaurant and retail operations for all 
periods presented (see Note 3 to the Consolidated Financial 
Statements). 

Sales and Revenues by Operating Group and Operating Income 
After Taxes by Operating Group are shown on page 34. 


Specialty chemical sales increased by 12% in 1988 versus 1987, 
primarily due to (1) estimated volume increases of 6%, reflecting 
strong performances of worldwide packaging, construction, graphic 
arts and water treatment product lines; (2) an estimated favorable 
price and product mix variance of 3%; and (3) an estimated favor- 
able foreign currency translation effect of 3%. Operating income for 
1988 was 11% ahead of 1987, reflecting the higher sales and the 
favorable effect of foreign currency translation. Specialty chemical 
sales rose by 12% in 1987 over 1986, primarily due to the favorable 
impact of foreign currency translation (estimated at 6%) and esti- 
mated volume increases of 6% due to strong performances of world- 
wide packaging, graphic arts and electronics product lines. Operat- 
ing income advanced by 11% in 1987 compared to 1986, reflecting 
the higher sales, as well as lower losses in U.S. chemical intermedi- 
ates operations (caused by increased product demand coupled 
with the absence of start-up expenses in 1987 at a nitroparaffins 
plant) and the favorable effect of foreign currency translation. 
Specialty chemicals operating income for 1986 excludes $30.3 mil- 
lion of asset write-downs and reserves (see Note 8 to the 
Consolidated Financial Statements). 


Sales and revenues of specialty businesses in 1988 were 24% 
above 1987 The increase was primarily the result of the formation in 
the 1988 first quarter of Grace Cocoa, a partnership (in which Grace 
has a 75% interest) combining Grace's cocoa operations with those 
of S. & W. Berisford p.l.c., and higher sales and revenues of distribu- 
tion, livestock feed and specialty textile operations. Operating 
income for 1988 increased by 28% over the 1987 level (14% exclud- 
ing the nonrecurring $4.6 million gain described below under 
“Statement of Income-Dividends, Interest and Other Income”). This 
14% increase was largely the result of higher earnings from cocoa 
and specialty textile operations, due to increased sales volumes 
and the favorable impact of foreign currency translation, as well as 
higher earnings from distribution businesses. Partially offsetting 
these positive comparisons were unfavorable results from Grace's 
animal breeding service business caused by the effects of the 1988 
drought. Sales and revenues of specialty businesses in 1987 were 
49% above 1986, The increase was primarily due to the acquisition 
of two videocassette distribution businesses in the latter part of 
1986, an increase (to 100% from 39.1%) in Grace's ownership of a 
computer software distributor and the transfer in 1987 of certain 
specialty agricultural businesses to Grace Specialty Businesses from 
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the discontinued Agricultural Chemicals Group. Operating income 
advanced by 40% in 1987 versus 1986, reflecting improvements in 
cocoa, specialty textile and animal breeding service operations, as 
well as the transfer of the agricultural businesses. 


Natural resources sales and revenues advanced by 14% in 1988 
versus 1987. The increase was primarily attributable to higher rev- 
enues from energy service and construction equipment rental busi- 
nesses. The average utilization rate of Grace's offshore workover/well 
completion rigs rose to 61% in 1988 versus 53% in 1987, although the 
average utilization rate for Grace's onshore drilling rigs was 28% in 
1988 compared to 29% in 1987 In 1988, operating income was 56% 
ahead of 1987. Energy services businesses sustained considerably 
lower losses in 1988 than in 1987, and earnings from the equipment 
rental and bulk liquid storage businesses increased sharply over 
198ZThe improvement in energy services reflects improved results 
of Grace's oil field service and equipment businesses and increased 
offshore workover/well completion activity.The onshore contract drill- 
ing rig operation incurred slightly higher losses in 1988 than in 1987, 
reflecting the slight drop in the average rig utilization rate. Natural 
resources sales and revenues in 1987 were 15% ahead of 1986, 
reflecting improvements in energy services businesses caused by 
increased drilling activity resulting from higher oil prices and higher 
revenues from the equipment rental business. Operating income was 
$224 million for 1987 versus a loss of $13.5 million for 1986. Energy 
service businesses sustained considerably lower losses in 1987 than 
in 1986, and improvements were achieved by gas and oil operations 
in 1987, both reflecting higher oil prices. Natural resources operating 
income in 1986 excludes $1590 million of asset write-downs and 
reserves (see Note 8 to the Consolidated Financial Statements). 


Revenues of NMC, Grace's major health care business, were 
included in Grace's consolidated sales and revenues in 1988 but not in 
1987, due to the consolidation of NMC in1988 (versus equity account- 
ing in 1987). Operating income for the health care business increased 
by 62% in 1988 over 1987, due largely to Grace's increased owner- 
ship in NMC, as well as NMC's improved operating performance. 


Discontinued Operations 
In the fourth quarter of 1986, Grace established a $221 million 
reserve to provide for the expected losses of its fertilizer business 
through the date of disposal, as well as the anticipated loss on the 
disposal. The divestment reserve, after giving effect to the January 
1989 sale of Grace's interest in a Florida phosphate mining partner- 
ship, is $149 million. Grace believes that this reserve is sufficient to 
cover liabilities retained by Grace and any loss that may be incurred 
with respect to its remaining fertilizer operation (consisting of inter- 
ests in an ammonia complex in Trinidad). 

See Note 3 to the Consolidated Financial Statements for further 
information concerning discontinued operations. 


Statement of Income 


Dividends, Interest and Other Income 

Dividends, interest and other income increased by 22% in 1988 com- 
pared to 1987, reflecting higher interest received on long-term invest- 
ments and a $4.6 million gain from a transaction with a European 
government in a program designed to incentivize investment in local 
production facilities, partially offset by lower dividend income due to 
the 1988 consolidation of NMC. (Prior to 1988 NMC was accounted for 
under the equity method of accounting; therefore, the dividends that 
Grace received on its NMC preferred stock were included in dividend 
income. With the consolidation of NMC in 1988, the preferred dividend 
was eliminated in determining Grace's consolidated financial results.) 
See Notes 14 and 16 to the Consolidated Financial Statements. 


W.R. Grace & Co. and Subsidiaries 


Cost of Goods Sold and Operating Expenses and Selling, 
General and Administrative Expenses 
Both cost of goods sold and operating expenses and selling, general 


and administrative expenses as a percentage of sales and revenues 
have remained stable over the 1988, 1987 and 1986 periods. 


Interest Expense 

Interest expense increased by 37% in 1988 over 1987, primarily 
reflecting the consolidation of NMC in 1988. Excluding this factor, 
1988 interest expense was 9% higher than in 1987 reflecting higher 
average borrowings and interest rates. Interest expense declined by 
36% in 1987 versus 1986, reflecting lower average borrowings due 
to repayment of debt with the proceeds from the divestments of the 
retail and restaurant operations, as well as lower average interest 
rates. 


Research and Development Expenses 

Research and development spending increased by 11% in 1988 and 
by 14% in 1987 over the prior year. This increased spending was 
primarily directed toward expanding Grace's existing product lines 
and introducing new products within its specialty chemicals busi- 
nesses. Grace expects to increase its research and development 

t an average annual rate of approximately 10% 


Effective January 1, 1988, Grace adopted Financial Accounting Stan- 
dard ('‘FAS"’) No. 96, ‘Accounting for Income Taxes,” on a prospec- 
tive basis. The effect in 1988 of adopting FAS No. 96 was to increase 
income from continuing operations by $23 million ($.27 per share); 
the favorable effect on net income, including $4.9 million ($.06 per 
share) for the favorable cumulative effect of adopting this new stan- 
dard, was $37 million ($.44 per share). See Note 13 to the Consoli- 
dated Financial Statements. 


Income (Loss) from Discontinued Operations 

Retail, restaurant and fertilizer operations are reported as discontin- 
ued operations in the Consolidated Statement of Income. The 1988 
pretax income of $678 million of the discontinued fertilizer opera- 


le of Grace's remaining interests in Bermans and 
Warehouse ("HQ"), partially offset by reserves 


iscontinued operations in1987 mainly reflected the 
rch 1987 sale of Bermans.The $969 million loss from 
discontinued operations for 1986 reflected the establishment of the 
fertilizer divestment reserve of $221 million and a pretax operating 
loss of $614 million, partially offset by net pretax gains of $212.4 
million from the sale of retail and restaurant operations. See Note 3 
to the Consolidated Financial Statements. 


Financial Condition; Liquidity and Capital Resources 
Starting in 1988, Grace's financial statements include the results of 
NMC and its financial position on a consolidated basis; prior to 
1988, NMC was accounted for under the equity method of account- 
ing and Grace's net investment in NMC was included in investments in 
and advances to affiliated companies. With the consolidation of 
NMC and the formation of the Grace Cocoa partnership in 1988, 
many of the amounts on the Consolidated Balance Sheet at Decem- 
ve increased versus the prior year-end. Significant 
utable to these transactions are: notes and accounts 
60 million; inventories—$63 million; properties and 


$22 million; other current liabilities—$77 million; long-term debt— 
$231 million; and noncurrent liabilities—$123 million. 


The Consolidated Statement of Cash Flows reports how cash was 
generated and used during the 1986-1988 period. During 1988, 
operating activities generated $225.6 million of cash, after giving 
effect to payments of $96.7 million in settlement of certain asbestos 
litigation (see Note 2 to the Consolidated Financial Statements). 
Other sources of cash during 1988 included the sale of businesses 
($318.5 million), reflecting the sale of fertilizer operations and the 
1988 Bermans and HQ transactions (see Note 3 to the Consolidated 
Financial Statements), and a net increase of $1539 million in long- 
term debt and loans payable. In 1988, $418.1 million of cash was 
required for capital expenditures (of which $285 million, or 68%, was 
directed toward specialty chemical operations), $124 million for 
acquisitions (primarily in the health care and specialty chemical 
segments) and $1191 million for cash dividends. 


Working capital (current assets less current liabilities) was $5299 
million at December 31, 1988, versus the prior year level of $558.1 
million. The ratio of current assets to current liabilities was 1.4 to | at 
December 31,1988 versus 1.5 to 1 at December 31, 1987 


long-term debt as a percentage of total capital (“debt ratio"’) was 
48.1% at December 31,1988 versus 45.0% at December 31, 1987 This 
increase reflects the inclusion of NMC's debt in 1988, resulting from 
the consolidation of NMC in 1988.Excluding the debt of NMC, the 
1988 debt ratio would be 44.0%. See Note 10 to the Consolidated 
Financial Statements. Grace has revolving credit agreements with 
various banks under which it may borrow up to $1.3 billion (none of 
which was borrowed at year-end 1988). Grace has additional credit 
lines of $65 million available, bringing total credit facilities to $14 
billion, of which $358.9 million was reserved to support commercial 
paper borrowings outstanding as of December 31, 1988, leaving net 
unused credit facilities of $1 billion. At year-end 1987, net unused 
credit facilities were $1.2 billion. 


In 1989, capital expenditures are expected to approximate $475 
million, of which $338 million (71%) is expected to be used in the 
specialty chemicals businesses. Capital expenditures are generally 
directed to increasing capacity, improving infrastructure, achieving 
production efficiencies and maintaining high standards of health, 
safety and environmental protection for Grace's employees and the 
communities in which its facilities operate. Environment-related capi- 
tal expenditures were approximately $20 million in 1988 and are 
estimated to be approximately $30 million in 1989; such expendi- 
tures have not had, and are not expected to have, a material effect 
on Grace's other capital expenditures or its earnings or competitive 
position. 


Grace increased its common equity interest in NMC from 82.8% to 
97.5% in March 1989 for $76.5 million, of which $52.7 million is 
payable in January 1990. 


Grace expects to satisfy its 1989 cash requirements with funds 
generated by operations, as well as proceeds from the potential 
sale of minority interests in, and/or selected units of, its specialty 
businesses and/or natural resources operations. (However, no assur- 
ance can be given as to whether or to what extent such sales may be 
completed or as to when such sales might occur} To the extent the 
above sources of funds are not sufficient to cover its cash needs, 
Grace will utilize its available credit facilities. 


Grace is involved in various lawsuits and proceedings, but 
believes that the resolution of these lawsuits and proceedings will 
not have a material adverse effect on its consolidated financial posi- 
tion. See Note 2 to the Consolidated Financial Statements. 
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Quarterly Summary —Unaudited § millions (except per share) 


First Quarter'" Second Quarter Third Quarter Fourth Quarter Full Year 
Operating Results 1988 1987 1988 1987 1988 1987 1988 1987 1988 1987 
Sales and revenues......... $1,297.0 $962.6 $1,447.0 $1,147.4 $1,390.5 $1,100.6 $1,651.6 $1,304.8 $5,786.1 $4,515.4 
Cost of goods sold 
and operating expenses... (875.9) (649.4) (965.3) (772.9) (926.2) (740.7) (1,188.9) (928.9) (3,956.3) (3,091.9) 
Other expenses,net........ (367.0) (281.5) (386.2) (308.6) (377.0) (296.4) (383.0) (289.3) (1,513.2) (1,175.8) 
Income from continuing 
operations before taxes . . . 54.1 Ke 4 95.5 65.9 87.3 63.5 79.7 86.6 316.6 247.7 
Income taxes. ..........45. 26.4 20.0 37.2 29.9 36.7 22.5 24.3 33.4 124.6 105.8 
Income from continuing 
OPOPAHONS.. 2... cena css as Wt 58.3 36.0 50.6 41.0 55.4 53.2 192.0 141.9 
Income (loss) from 
discontinued operations. . . 10.6 27.6 6.1 (.6) (.1) S 20.1 (8.9) 36.7 18.6 
Income before extraordinary 
item and cumulative 
accounting change. ...... 38.3 39:3 64.4 35.4 50.5 41.5 75:5 44.3 228.7 160.5 
Tax effect of operating loss 
carryforward............ - 8.5 _ (1.7) _ _ _ 5.8 — 12.6 
Cumulative effect of 
accounting change ....... 4.9 _ _ = _ “= = a. 49 = 
lat inCOME lis 44.3. copmatee > $ 432$ 478 $ 644$ 33.7 $ 505$ 41.5 $ 755$ 50.1 $ 233.6 $ 173.) 
Earnings per share: 
Primary: 
Continuing operations... $ .33$ .14 $ 68 $ 42 $ 60O$ 48 $ 65$ 63 $ 2.26$ 1.67 
Netincome............ $ a $ .56. $ 76 $ 40 $ 60 $ 48 $ 88 $ 59.3 278-$ - 203 
Fully Diluted: 
Continuing operations... $ GLa - ut? -§ .66 $ 45 $ S73 47 $ .63 $ 56.$ 219 $ 1:67 
Netincome............ $ 49 $ 57 §$ 72 $ 43 § 57 $ 47 $ 84 §$ 52° $-. 23625. 1392 
pectic sa seestt ie en Ss ae a 
Specialty Chemicals. ....... $ 708.5 $619.1 $ 798.0 $ 702.4 $ 757.7 $ 689.0 $ 866.5 $ 783.1 $3,130.7 $2,793.6 
Specialty Businesses........ 350.3 263.3 399.3 353.3 380.2 310.9 520.3 406.1 1,650.1 1,333.6 
Natural Resources.......... 106.3 80.2 109.3 91.7 BER 100.7 114.0 115.6 440.9 388.2 
Health Came: 5. i sashesweey 131.9 — 140.4 — 141.3 _ 150.8 = 564.4 — 
Total Continuing 
ODEIOHORS =. i Fics hans de $1,297.0 $962.6 $1,447.0 $1,147.4 $1,390.5 $1,100.6 $1,651.6 $1,304.8 $5,786.1 $4,515.4 


(243) 


Operating Income After Taxes by Operating Group 


Specialty Chemicals... ..... S$ 4278 $ 37.1 $ 66979-5756 $ S587 .$ 537 9 7I2$ GA7 $ 2366-5 2138 
Specialty Businesses........ 5.6 5.2 9.5 8.9 12.5 7.3 13.6 10.7 41.2 32.1 
Natural Resources. ......... 10.3 7.1 9.8 9.2 7.6 1.9 73 4.2 35.0 22.4 
Haealit Care... 56s Spee 5.7 3.3 8.5 4.5 8.7 4.6 5.0 4.8 27.9 17:2 
Total Continuing 
Operations............ 5 664.$.527 $ S127 $ 802 $ 87:5 $.. 675 $ 97.1 $ 844 $3407 $. 2648 


" The gain on the sale of Grace's interest in Home Quarters Warehouse, Inc., which occurred in the 1988 first quarter, has been reclassified from continuing operations to 
discontinued operations. 

*! Computed before allocation of corporate research, general corporate overhead and general corporate interest. For this table, toxes are computed substantially on a 
separate return basis for each subsidiary and division. In the case of each U.S. subsidiary and division, tax benefits for operating losses, if any, are recognized currently. 

"9! In January 1988, Grace increased its common equity in National Medical Care, Inc. ("NMC") to 82.8% from 499%; with the consolidation of NMC in 1988, Grace has 
designated Health Care as an operating group. Operating income after taxes for 1987 has been adjusted to include the results of the Health Care Group. 


Five-Year Comparative Quarterly Net Income (Loss) and Earnings (Loss) Per Share 


Net Income (Loss) by Quarter ($ millions) Earnings (Loss) Per Share by Quarter 
First Second Third Fourth Total First Second Third Fourth Total 
1984 $47.3 $59.3 $35.0 $ 56.4 $ 198.0 $ .46 $ .57 $.33 $° $5 $1.91 
1985 35.1 42.2 24.9 44.7 146.9 .34 .40 .24 43 1.4] 
1986 (3.1) 86.4 4.3 (559.9) (472.3) (.04) 1.03 05 (6.66) (5.62) 
1987 47.8 Soe 41.5 50.1 173.1 56 .40 48 59 2.03 
1988 43.2 64.4 50.5 75.5 233.6 51 76 .60 88 2:75 


Worldwide Operations 


The following table provides a geographic breakdown of sales and revenues and operating 


income after taxes by Operating Group for continuing operations: 


Sales and Revenues 


($ millions) 1988 1987 
United States and Canada 
OAC NOIICIS.U. Geena sont nes cn see wold oaths $1,684 $1,542 
SPGDIGNMIBUSINGSSES. wifes or 85 cos 6 od ce he Oe aes 1,104 994 
DUST cIURUeRCH IS Uris eee Sic oe ane sn ues Semele s 440 386 
PG CHa Lg) UT Bole o.5 sce }avecece ce tides clots 548 _ 
2 SPA ee ee, | a eee eee 8 3,776 2,922 
Europe 
SOREN GHENNCONS: igi ooo esas alee dye Ray eaten 1,116 974 
SSC OUSINOSSES. 615 wild oa ed ss cn ae Cae cae 475 278 
Pa TERMECNICINS: By cig ice Gis o's Saw divs eee gS ] 1 
ee a 16 — 
MN see) cakes ae IETS oa oa cS Sx ain'e a Be 1,608 k253 
Other Areas 
Specialty Chemicals. Gasman: <i. s ce cece neae 331 278 
Specialty: Business@s. cms cles es cle ee ou ae 7 6) 
Natural Resources’... semen eee. ee als cc a se ewes _ ] 
TOM. oo aiccs sro ep IIE Eire So nace sola wok Toe 402 340 
Total Continuing Operations...................... $5,786 $4,515 


W.R. Grace & Co. 1988 Annual Report 


Operating 
Income 
AfterTaxes’” 
1988 1987 
$113 $110 
14 17 
31 18 
_27 7 
185 162 
78 73 
19 10 
] * 
se 83 
46 30 
8 5 
cae a ls 
38 _ 40 
$341 285 


"Nn January 1988, Grace increased its common equity interest in National Medical Care, Inc. ("“NMC"’) to 82.8% from 
499%; with the consolidation of NMC in 1988, Grace has designated Health Care as an operating group. Operating 


income after taxes for 1987 has been adjusted to include the results of the Health Care Group. 


'?\Computed before allocation of corporate research, general corporate overhead and general corporate interest. For 
this table, taxes are computed substantially on a separate return basis for each subsidiary and division. In the case 
of each U.S. subsidiary and division, tax benefits for operating losses, if any, are recognized currently, 


Capital Expenditures, Net Fixed Assets and Depreciation, 
Depletion and Lease Amortization—Continuing Operations 


Capital Net 
Expenditures Fixed Assets 
($ millions) 1988 1987 1988 1987 
Operating Group 
Specialty Chemicals............... $285 $184 $1,053 $ 914 
Specialty Businesses............... 29 2) 173 153 
Natural Resources..............5.. 57 23 539 539 
Heolth Care... . a sae ee ec es 45 = 
Total oo: 5-5 «using ce - 382 228 1,910 1,606 
General Corporate. ............... Soe LSS 118 9S 
Total Continuing Operations. ..... . 418 243 $2,028 $1,701 
Geographic Location 
United States and Canada.......... $211 $136 $1,331 $1,126 
BiVOO6:. | 5. -- 0: 5 vu SE wo 146 74 478 398 
Other. Areas ..:: 2.4... les 5225 18 10] 82 
HOWL oo: sa. Se as 382 228 1,910 1,606 
General Corporate................ = 0) <7 8S. 116. 9 
Total Continuing Operations...... . 418 243 $2,028 $1,701 


Depreciation, 


Depletion 

and Lease 
Amortization _ 
1988 1987 
$119 $107 
25 21 
46 53 
eee | |b 
212 18) 
es kt 
$224 $192 
$146 $128 
56 45 
10 8 
212 181 
12 1] 
224 $192 
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Natural Resources 


Capitalized Costs Relating to Gas and Oil Producing Activities 


(S millions) December 31, 1988 1987 
Unproved gas and oil properties .. 2.0.2.6... eee eee cece eee eee sense $ 86 3 96 
Proved gas'and ollproperties <o. 3. c.s cu ess sei bet oe eee 699.5 700.6 
708.1 710.2 

Accumulated depreciation, depletion, amortization 
CHE) VOICI CH WEIIGIN 5. ace wos usw vou e olececanc lve aI (442.8) (452.6) 
Plat COTM ZS COS <. a:s cece 2 9 ee og ecacarece sneha eee Ga Re $ 265.3 $257.6 


Costs Incurred in Gas and Oil Property Acquisition, 
Exploration and Development Activities 


Property 

Acquisition Costs Exploration Development 
($ millions) Proved Unproved Costs Costs 
NN Be, eee eee aise woe $. 2 $1.7 $3.6 $6.4 
BPE Bie oie cya vee a area hia Say terug ting Al 2.7 3.0 6.9 
EG See os seen am earns Fa nck 22.3 4.5 4.1 8.2 

Results of Operations for Gas and Oil Producing Activities 
United States Foreign Total 


($ millions) 


Expenses"! 


PROCHGHON OSS. cite ea ke RataaG woes 
Exploration expenses ............... 


Depreciation, depletion, amortization 


and valuation provisions ........... 
Income tax expense (benefit)’?)........ 


Results of operations from producing 


aR, ose Ror swe ritemta fine Aad bss bow xe 


1988 1987 1986 1988 1987 1986 1988 1987 1986 


i el $77.7 $85.4 $90.0 $1.6 $1.2 $1.6 $79.3 $866 $ 91.6 
re 17.9 224 28.1 <7 ee 2. 183) | 2 
nga 3.2 2.0 2.4 —- =<) 2 2.4 
Pee; 26.2 320 188.5° 4 4 3 266 324 1888 
an 10.3. 11.4 _ (59.6) 3 3 5 106 W727 “Sel 

57.6 678 159.4 1] J 10 587 685 160.4 
"ashe $20.1 $17.6 $(69.4) $.5 $.5 $.6 $206 $18.1 $ (68.8) 


"Does not include revenues or expenses associated with marketing operations, gas gathering operations, general corporate and administrative activities, interest or sales 


of producing properties. 


"As required by Financial Accounting Standard No. 69, “Disclosures about Oil and Gas Producing Activities,” income tax expense is computed using the statutory tax rate 
applied to net pretax amounts, taking into effect permanent differences, tax credits and allowances relating to gas and oil producing activities. 
Includes $136.7 relating to impairment and write-down of producing properties. 


Financial ai Statistical Review Natural Resources 


Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to Proved Gas and Oil Reserves 


United States Foreign Total 
($ millions) December 31, 1988 1987 1988 1987 1988 1987 
PRIRIPRIICCISELITIIOWS: 5 ie iaye vis's ax vias wlnW xy gran PMR Mt Gy 9. oss geese aeeanET $625.6 $620.2 $169 $156 $6425 $635.8 
Future production and development costs... ........000 ccc cece eee eaes (192.4) (191.6) (3.8) (4.0) (196.2) (195.6) 
Future income tax expense..................05 PRT. wale Yislw ee (98.1) (93.1) (4.8) (4.4) (102.9) (97.5) 
PETE OSU OWS 3. ox oc ods ea 39 EERILY bc pe nue ee 335.1 335.0 8.3 Vee 343.4 342.7 
10% annual discount for estimated timing of future net cash flows .......... (114.0) (117.3) (3.2) ry las) (1210) 
Standardized measure of discounted future net cash flows ..............- $221.1 $216.2 5.1 So se 220.2 $ 221.7 


inflows have 


The following are the principal sources of change in the standardized measure of discounted future net cash flows during 1988, 1987 and 1986: 


1988 1987 1986 


Sales of gas and oil produced, net of production:cosis.. ... ..:. .... cacgtMMMMREIR Ie boss sos ene de eat eee cena $(61.0) $(64.3) $(63.3) 
Nat changes iniprices and production Costs! fai. ja 5 paces - 3: = 1, RE op bce ch dp nee beet mee mee (12.6) 7.0. ~ (77:8) 
Revisions of previous reserve estimates <.c. sage leek ca wees cas sacl ed oe 6K Ss oe Ves Geog leas 25.2 (6.6) (25.6) 
Extensions, discoveries and improved recovery, less related costs .. 2.2.2.6. eee eee eee nee 15.8 14.5 13.4 
Development costs incurred during period « ocx cis os 6. & =: ak ye Iai es Gk Coa oe se ea oe ee dey 6.3 5.4 5.0 
Net change due to purchases and sales of reserves in place... .... 0... cece cece eee cece eee een e ene es 21.4 (3.3) (3.2) 
PROCTOTIORL OR ERSCOUNE 5 oo: os. + coin oye = geen ee Leper. = 1p aces I Sy coe boy nce Gnd on+ nae BIR 22.2 24.7 3.5 
Ret Changein income taxes... ... «5 a ntrespe aaee Sa Ree sn occ NR DOD eek as nO STE SS AG oe olaemeatele (7.4) 4.3 52.0 
is rc ee 00 IR I og.) (5.4) (8.1) (3.3) 
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Gas and Oil 


Natural Resources 


The 1988, 1987 and 1986 estimated proved gas and oil (including condensate, gas liquids and sulfur) reserves are shown below. Gas and oil 


reserves cannot be measured exactly; accordingly, the following estimates are subject to future revision. 


Gas (MMCF) 

United States 

a » ee 
Proved developed and 

undeveloped reserves: 
0 re, Be be es eae gee eee ee 178,606 203,083 
Revisions of previous estimates. ...............0.-.22005 19,400 (5,552) 
Purchases of minerals in place ................0050005- 13,631 4 
EM PBISIONS; CRECOWOFIOS, WIC coogi 5 cae ie chen odds oe ee win es 11,450 8,238 
UMEE ROWE 5s Ce rsa ihe 2 aialy Oe Fa wih ne 4. he ha Wiss, EX (23,069) (24,221) 
Sales of minerals in place................0. 0.00 c eens (1,990) (2,946) 
ASE Laie eel Oa ee oer eo 198,028 178,606 
Proved developed reserves: 
RPrateRTM tetas > | Satire ak ware iy re oe eo TEs ain 8. 165,177 187,706 
SR OIUAON Hires oe ey teh es aes a a tires ad wae 169,109 165,177 
Oil (000 Bbis) 
United States 
1988 1987 
Proved developed and 
undeveloped reserves: 

wo Sep Sean fee a ee 7,24) 8,741 
Revisions of previous estimates... 2.2... cee eee 477 (53) 
Purchases of minerals in place ..............2...00 00s 401 24 
EXIMTISIOTIS CUISCOVOIIOS, OIG in nos dae cee wnes nen ne 442 137 
MBPS inca oars te eee he pes Wal ieelale «ved bY (1,142) (1,204) 
SOs Gt MINGROS IN MIOCE: oii oe dee kad cee (92) (404) 
RMI MRrCNI fh Pn ee Se cele as a wcipinne 7,327 7,24) 
Proved developed reserves: 
OO SEROTEC aes aie 2 cet Es hg 6,416 7,609 
ERMOMVIAT SN a oe'g ccs teins rare aR ale veledi lsd Hi ae 6,139 6,416 


*Primarily represents the suspension of Libyan operations on June 30, 1986. 


Foreign 


1988 


11,201 
(470) 


(714) 


10,017 


1987 


12,240 
(402) 
48 
(685) 


Financial Supplement 


Financial Summary — 1988-1984 § millions (except per share) 


1988 1987 1986 1985 1984 
Earnings Statistics 
Sales and revenues $5,786.1 $4,515.4 $3,725.7 $3,553.2 $3,532.1 
Cost of goods sold and operating expenses 3,956.3 3,091.9 2,539.8 2,395.2 2,289.0 
Depreciation, depletion and amortization 281.2 228.9 238.4 224.0 224.5 
Interest expense 167.9 122.9 191.8 159.6 151.9 
Research and development expenses 119.0 107.3 94,2 88.8 79.4 
Income (loss) from continuing operations before taxes 316.6 247.7 (323.9) 152.5 203.6 
Income taxe' 124.6 105.8 SES 64.9 98.5 
Effective tax rate 39.3% 42.7% 15.9% 42.6% 48.4% 
Income (loss) from continuing operations 192.0 141.9 (375.4) 87.6 105.1 
Income (loss) from discontinued operations 36.7 18.6 (96.9) 59.3 92.9 
Tax benefit of operating loss carryforward _ 12.6 - = _ 
Cumulative effect of accounting change 4.9 — = - — 
Net income loss} 233.6 173.1 (472.3) 146.9 198.0 
Financial Position 
Cash and cash equivalents $132.7 $ 151.4. -$ Oo Sees 6) 1505 
Notes and accounts receivable—net 1,068.9 826.5 665.6 703.7 664.8 
Inventories 7ON.5 629.5 563.0 607.6 1,050.5 
Current liabilities 1,484.0 1,164.6 1,118.7 1,035.3 1,181.6 
Working capital 529.9 558.1 S7har 988.2 752.2 
Net properties and equipment 2,028.3 1,701.0 1,579.0 2,596.0 2,695.8 
Total assets 5,310.3 4,473.6 4,097.2 5,420.9 5,397.9 
Long-term debt 1,509.1 1,222.5 1,095.3 1,524.1 1,541.6 
Shareholders’ equity (book value)—Common Stock 1,543.6 1,455.8 L30G;9) “25982 2,201.1 
Data Per Common Share 
Earnings (loss) from continuing operations $2.26 $ » 167 “$ (eae Be § 1,01 
Earnings (loss) from continuing operations assuming full dilution 2.19 1.67 (3.96) 83 1.00 
Earnings (loss) 240 2.03 (5.62) 1.4] 1.9] 
Earnings (loss) assuming full dilution 2.62 1.99 (5.01) 1.40 1.89 
Average common shares outstanding (thousands) 84,629 84,820 84,078 103,816 103,346 
Dividends 1.40 1.40 1.40 1.40 1.40 
Book value 18.18 17.31 15.41 21.70 21.29 
Other Statistics 
Dividends paid on common stock $..118.6 $ 118.7 $ 117:6- S94aeo $1358 
Capital expenditures 418.1 242.5 199.1 348.0 388.9 
Current ratio 1.4:1 1.5:1 1.3:1 2.0:1 1.6:] 
% Long-term debt to total capital 48.1% 45.0% 45.1% 38.5% 40.8% 
Common shareholders of record 27,012 27,786 29,795 34,437 35,752 
Common stock price range 29%-23¥2 37%-19% 30%-22% 24%-17% 23-18% 


Shareholder Information 
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1988 


1987 


1986 


Trading Information 


Cash Dividends 


Corporate Information 


The Grace Reinvestment Plan 
For the Year 1988 


Common Stock Prices 
Principal Market: New York Stock Exchange 
Ticker Symbol: GRA Common Stock Prices—Composite 


High low Close 


Fast QUICKEN. circ e hve eden as bap eae comes $28% $23% $25 
Sacemd CUO or laa Ch oa co eR 29 23% 26% 
Fiived CUI, Cc Pe cercear onsets fixes vic meteecenat 27% 23% 25 
Fentih Quariee bs Oa sw saa usb eee nee 29% 24 26 
Pit Guenter x covets iconean vance ts aawaces $32% $24% $31% 
Sasriened aceite oc Sar Hn ees: s. 9 wie Se TE 34% 30% 32% 
Thich ORO. = ens Pec derecadve cxack x ons tok 37% 31M 33% 
Fourtlt- Quartet, cca see ihe oe cs os bi see eoe 34% 19% 24 
Fast CQuOrhee Se aera Pianos cos go epee E $28% $23% $26 
Risers CRM Sema No Oy sks esi wos secant ee 30% 24% 27 
Third Cidade aia eis laces ren pee 27% 22% 23% 
Four Gunter vcs voce oitonn newees hea vineus ome 29% 23% 24% 


Other common stock listings: Midwest, Amsterdam, Basel, Frankfurt, Geneva, Hamburg, 


Lausanne, London, Paris, Zurich. 


Average Daily Trading (NYSE): 191,531 shares 
Value of Average Daily Trading (NYSE): $4.977606 


Annual Volume: 53,556,400 shares (Composite); 48,457,300 shares (NYSE) 


% Composite Volume of Shares Outstanding: 63.1% 


Block Trade Volume (NYSE): 24,956,400 shares 
Block Volume of NYSE Volume: 51.5% 


Shares Outstanding on December 31, 1988: 84,920,000 shares 


December 10,1988 marked the 204th consecutive cash dividend payment in the history of the Grace 
organization. Cash dividends on the common stock, as adjusted for the two-for-one common stock split 
distributed in December 1987, were paid at the quarterly rate of $.35 per share ($140 annually) during 


1987 and 1988. 

World Headquarters Annual Meeting of Shareholders 
Grace Plaza Wednesday, May 10,1989, 10:30 a.m. 
1114 Avenue of the Americas Sheraton Kensington Hotel 

New York, NY 10036-7794 1902 E. 7 Ist Street South 

(212) 819-5500 Tulsa, OK 74136 

Shareholder Inquiries and SEC Reports Independent Accountants 
Questions or requests for the Company's Annual Price Waterhouse 

Report on Form 10-K and Quarterly Reports on 153 East 53rd Street 

Form 10-Q may be directed to W.R. Grace & Co., New York, NY 10022 

Office of Investor and Shareholder Relations, at (212) 371-2000 

Grace Plaza or call toll-free (800) GRACE IR (800- Wontinc Accent 

chins prying of Alaska, — and New Manufacturers Hanover Trust Company 
York may call (212) 819-6671 collect. Securityholder Relations 
Reorganization PO. Box 24935 

In May 1988, Grace completed a reorganization in Church Street Station 

which W.R. Grace & Co., a New York corporation, New York, NY 10249 

became the publicly held parent of the Grace (212) 613-7147 

organization. As used in this Report, the term Tiednaahake 


“Company” refers to the parent company and 


the term ''Grace” refers to the parent company 
and/or one or more of its subsidiaries. 


Names italicized in the text of this report 

are trademarks or service marks of W.R. Grace 
& Co. or its subsidiaries. In some cases, they 
indicate Grace units. 


Number: oof Particignils 5 -ai0:0!a.s je. e-sye shen nian eens he aie aes 8 0st en a ed pollen GS 13,634 
95 Shesraholdders CORO GONE oii ei 6ce cca wc winpsise! e aihe 9:0 9,4 teersniey 5S aro OLS BS in ee Rn ms ea 50.5% 
Average Pricé per Share. 5. 5.5 i soc eds soe te stats ceare Vie al ee ea ee pipe ah ey NON rome na $25.51 
Total Shores Purchased sic oa leie cos oie aes ot w/iale ew 4 wench ale aa eR ald gale ee 163,349 
Divichenicls Reiewebsteied ao. h i sis. ois citeaice vos: ayers ty -araun btaga 6/-0 powne eemiacarree las ele Shel Revi (A ewan anees $2,518,507 
Supplemental Cash Poymeniss .4.... si. sia wsiea'tit va terse mane Menetenne suse er emaivla sila 1,647,888 
Tooteal leveisBerineU oye :asa. ce aan s-0'9:0'%6 iia ows Cae elena a ee SERIES eae See $4,166,395 


For a prospectus and enrollment information, write to Eileen M. Galvin, Plan Administrator, at Grace Plaza or call 


(800) 824-4022. 


Chairman, President and Chief Executive 


J. Peter Grace 


Chairman of the Executive Committee 
Charles H.Erhart, Jr. 


Vice Chairmen 
J.P.Bolduc 
Terrence D. Daniels 
Paul D. Paganucci 


Executive Vice Presidents 

F. Peter Boer, Corporate Technical Group 
Hugh L. Carey, Environmental Policy 
Gerald G. Garbacz, Specialty Businesses 
Donald E. Grimm, Natural Resources 
Robert W. Samuels, Specialty Chemicals 
John F. Spellman, Chief Financial Officer 


Senior Vice Presidents 

Francis J. Brennan, Ireasurer 

J. Murfree Butler, Specialty Chemicals 
Gail Erickson, General Counsel and Secretary 
Christian F. Horn, Grace Ventures 
Donald H.Kohnken, Specialty Chemicals 
Carl W.Lorentzen, Specialty Chemicals 
Pedro F. Mata, Grace Cocoa 

George N. McNair, General Counsel 
Brian J. Smith, Corporate Administration 
George J. Winchell, Specialty Businesses 


Vice Presidents 

Robert H. Beber, Environmental Policy 
Fred E. Bennett, Dearborn 

Lawrence G. Besson, Natural Resources 
Frederick E. Bona, Corporate Communications 
Brian B. Burns, Environmental Policy 
Samuel J. Cerny, Grace Petroleum 
Charles H. Ehlers, Dewey and Almy 
Antonio R. Ferré, interamerica 

Alan D.Fiers, Government Relations 
James R. Gregath, Grace Drilling 
Jean-Louis Gréze, European Darex 
Edward T. Harvey, Business Development 
George A. Hvidsten, Computer Technology 
James R. Hyde, Davison 

Noel A. Lee, Pacific 

Fred Lempereur, European Technical Products 
Shojiro Makino, Japan Chemicals 

W. Brian McGowan, Controller 

John P.McMillin, Natural Resources 
Kenneth Y. Millian, Environmental Policy 
William L. Monroe, Human Resources 
Edward G. Najjar, Organic Chemicals 
James P. Neeves, Corporate Projects 
Susan A. Ollila, Pension Investments 
Bernd A. Schulte, Chairman's Office 
James R. Smith, Specialty Chemicals 
James G. Stier, investor Relations 
William B. Sturgis, Cryovac 

Daniel P. Tucci, Specialty Businesses 
August Umlauf, Grace Distribution 
Frangois P. van Remoortere, Research 
Robert C. Walsh, Construction Products 
John F. Williams, Homco 

Elwood S. Wood, Polyfibron 

Richard A. Zartler, Grace Drilling 
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